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I, DAN DOONAN, declare:

Pun[ifecntions

1. I am a Labor Economist III with the American Federation of State, County and Municipal

Employees, AFL-CIO ("AFSCME° or "Uniod'). I have workedwith AFSCME since Februazy

2008. Part of my responsibililies include analyzing the finances of employers in support of

AFSCME's collective bargaining efforts and serving as a pension experts for affiliates of AFSCME

by evalua[iug, advising, and testifying on pension issues.

2. I graduated from Elizabethtoum College in 1997 with a Bachelor's of Science in Mathematics

and achieved a minor in Business Administration. I also passeA the Society of Actuazies courses one

through four and the Enrolled Actuazial Exam (EA-1). In Fall 1997, I received an "A" grade in a

Stafistical Sampling course at George Washington University.

3. From August 2005 through February 2008, I served as the Assistant Director of Research for

[he National Association of Lerier Cazciera. Pazt of my responsibilities included providing eoonomic

research; serving as lead analysis for wllective bazgaining process; releasing periodic updates on pay

charts, Cost of Living Adjustments ("COLA"), and the effect of pension accruals; and reporting on

financial performance of major postal organizalions.

4. From August 1998 through August 2005, [served as a Consultant Actuary to the Retirement

Pxactioe at Buck Consultants ("Suc12'). Part of my xesponsibiliGes included managing the

prepazation of actuarial valuations for pension and post-retirement health care plans, as well as

pcepazing government foams related to pension plans, consulting on plan design issues, processing

retirement oalcalarions, producing benefit statement, and pricing plan changes. From September

2001 to November 2003, I served. as Buck's on-site leased employee to Ford Motor Company

("Ford") and provided support wiU~in Ford's Treasury DeparUnent. Part of my responsibilities

included producing pension plan funding and expense projections; providing costs analyses for a

wide range of employee benefit issues; serving as the contact person responsible for administering

two small pension plans; reporting on the status of Ford's pension plans to vazious parties such as

investors; determining the cost impact and human resources implications of pension plan design

Consolidated Case No. 1-12-CV-225926
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issues, including comparisons of defined benefit, defined contribution, and cash balance plans; and

studying interest rate sensitivities and effects on funding and PBGC premiums on Ford's plans.

5. From May 1997 through August 1998, I served as a Mathemarical Statistician for the United

States Department of Labor where I, amongst other things, selected survey samples and processed

weighted means and variances, including adjusting For noa-response. I also authored a paper on the

effect of using replication to estimate variances for the Nalional Compensation Surveys ("NCS"),

which compared tike results under replication to those published under the current method (Taylor-

series approximation).

6. My professional paining and past work experiences qualify me to review and interpret

actuarial, economic, and statistical models, surveys, and papers. I am also qualified to explain

accepted acmazial, economiq and statistical concepts.

7. In the past, L have cestified before legislafive bodies, including the Ciry of Atlanta, ~

GA, and the Kentucky Pension Taskforce. I have been qualified as a~ expert in multiple state '.

proceedings.

8. I have personal knowledge of the facts set forth below and if called as a witness I

could and would testify compeCendy thereto.

Relevant Definitions

9. 7'he "Atmual Required ConVibution" ("ARC") is the "amount of money that actuaries

calculate the employer (and employees) need to contribute m the re5rement plan during the current

yeae fnr benefits to by fully funded over time." (See Gurza Decl, Exh. 1, p. iv.) The employers'

space is calculated by subtracting employee emitributions from the ARC.

] 0. The "normal cosP' of cetiremeut beue5ts refers to the "portion of the total present

value of benefits that ac[uazies allocate to each yeaz of service. It can be thought of as the annual

premium that the employer must contribute to fund the benefit. It is a part of the ARC." (Clurza Decl,

Exh. 1, p. iv J This term essentially refers m the present value of the re6remen[ benefits a worker

earns in a particulaz plan yeaz.

11. "AcNazial accrued liabilities" ("AAI,°) refers to the "value today of all past normad

costs. Retired employees are no longer accruing benefits, so their actuarial accrued_liability is the

3
DECLARATION OF DAN DOONAN 390'14].aoc
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entiee value of the benefit. The liability represents the value of benefits promised to employees and

retirees for services already provided. This concept applies to both the pension liabi]iTy and retiree

health oare liabilities:' ((Jurza Decl, Exh. 1, p. iv.) The AAL is synonymous to the value of benefits

already earned in exchange for employees' and retirees' past service.

12. "Unfunded actuarial accrued liabilifies° refer to the "unfunded pension obligation for

prior service costs, measured as the difference between the ¢ccrued IiaUility and plan assets to the

difference between its actuazial accrued liabilities and the value of assets accumulated to finance an

obligafion. When using the actuarial value of plan assets, it is also referred to as the Unfunded

Aotuazial Accrued I.iabiliTy [("UAAL")]:' (Gurza Decl, Ems. 7, p. iv.)

t 3. The "discount rate" of a retirement plan is the anticipated rate of return on

investments, which is assumed when measuring whether current savings are adequate to meet future

obligations or determining the presenC value of the plan's future benefits obligations for purposes of

computing the ARC oe UML. (Exh. l.j The aforementioned reporC was prepared by Boatou

College's Center for Retirement Research. Such a report is well-regarded in the industry acid relied-

upon by experts of the trade. A true and correct copy of the report is attached as Exhibit 1.

14. A "defined benefit' plan ("DH Plan"), or a pension plan, is an employer-sponsored

retirement plan which guarantees lifetime benefits to members. The employer oRen beazs all of the

risk attributable to funding the benefits provided by the plan, though employees bear some funding

risk in the form of increased contributions. (Gurza Decl., Exh. t, p. 57.) The retirement benefits are

determined based upon a Formula that includes £actors such as salary 6isfoty and duration of

employment -

15. "OPEB" is an acronym for "Other Post-Employment Benefits." It includes other

bene6CS, besides pension benefits, available to eligible retlrees and, in some cases, Cheir beneficiaries.

Medical benefits are a major component of'OPEB.

16. "GASB" refers to the Governmental Accounting Stanc3azds Roard. GASA is an

independent organization that establishes and improves accounting standazds for local govercunents

in the United States. Around 2004, GASB issued standards requiring state and local governments to

disclose their OPEB UAALs.

Consolidated Case No. 1-12-CV-225926
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Conlract aced Retirement BarEainine

17. I was and am personally involved in AFSCME Local IOPs negotiations over

retirement benefits including negotiations regarding the City of San Jose ("City") proposal that

resulted in Measure B. I am familiar with Measure B.

18. While I recall hearing people refer to Alex Gurza and seeing him present information

to ilie city council, I do noY remember Alex Gt¢za bei¢g di~eotly involved in the negotiations related

to Measure B.

19. In the past, the City has improved employees' retirement benefits. For example, in

1975, the City increased the Federated City Employees' Retirement Plan's ("Federated Plan") benefits

formula to 2.5% of final compensation for each yeaz of service. Previously, it was 2% for each year

of service for the first 20 years wiUi additional 1.0°/a to 13%for additional years (Garza. Decl, Exh.

1, p. 14 J Furthermore, in 1984 and 1986 respectively, the City extended medical and dental benefits

to members of the Federated City Employees' Retirement System ("System" or "Federated System").
~~d ~

20. However, prior to Measure B, I am not aware of the Ciry ever having cut benefits

owing to members of the Federated System. (See also Garza Decl, Exh. 1, p. 14.)

Substance olMeasure B

2t. Measure D requires City's employees who elect to retain the pension plan in which

they have worked and accrued benefits to make additional contributions in increments of 4% of

pensionable pay per year up to a maximum of 16% of pensionable pay per year for the purpose of

funding up to 50% of the cost of the City's pension UAALs. (Section 1506-A J In the alternative,

City employees who cannot afford these wage deductions may enrol] in an alterna4ve plan providing

them with a substantially lower level of benefits. (Section 7 507-A.) However, the choice to take the

altcmative plan must receive IRS approval before workers can choose to take that option. IRS

approval is by no means a given in this case, which would leave al] workers with up to t 6% of pay

going toward increased pension contributimis.

22. I have reviewed the actuarial reports provided to the City, many of which were

included as exhibits to Alex Gurza's declaration, and I was unable to locate any language within

Consolidated Case No. 1-12-CV-225926
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suggesting that the City adopted the con4ibution rates specified by Sectimi 1506-A of Measure B and

9escribed above. Sased on this fact, I conclude that the City did not set those contribufion rates

based upon the recommendation of the plan actuary.

23. Section 1506-A of Measure B imposes a liability on employees and retirees for

benefits they Dave already earned and foc which they have already pud (through conuibu[ions made

at the time the service was euned). Imposition of obligations associated with the Systems' UAALs

necessazity means that employees are required to pay for their benefits twice: once when such

benefits are eazned (paying their shaze of the normal cost) and again as a result of funding

deficiencies and the City's own decisions as to how to allocate its budget and direct investments

within the Plan (paying past service UAALs).

24. Furthermore, Measure B diminishes the value of active members' contributions to the

Federated Plan and also diminishes the value of their benefits already earned and accrued to date in

several ways. For example, Section 1507-A(b)(iv) pushes back active employees' eligibility for

retirement by six months annually. As a result, active employees will receive the same Ievel of

benefits for their past service at a date further in the future than they would have in the absence of '..

Measure B, and they will receive paymynts for less months.

25. In other words, the present value of benefits received botU later in tune and with a

reduced number of payments is lower than the present value of the same level of benefits received

earlier in time. Therefore, the value of active employees' contributions for past service into the

Federated City Employees' Retirement System ("System" or "Federated System") and of the benefits

already earned and accrued to date are lower than what they would be in the absence of Measure B.

Employees were required by the ciTy charter to contribute 3/l lths of the normal cost in the past.

(Charter Section 1505.) However, if those normal costs had been calculated using a later retirement

date in past years, fewer convibutipns would have been required from employees. Furthermore,

employees will have to wait nmch longer to start receiving benefits under Measure B than previously.

In this regard, Measure B is contrary to the purpose and accepted understanding of a DB Plan;

providing retirees with a predetermined pension benefit based upon such factors as length of service.

DECLARATION OFDAN DOONAN
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By altering the value of benefits owing to employees for past service, the City reduces the true value

of the monies to which they aze entitled based upon these actuazial formulas.

26. Such a situation is-analogous to a mortgagee allowing a borrower to delay payment on

a given mortgage principle for five years and to make payments for five fewer years. Such an

arrangement would result in a significant reduction in the value of total amount paid thvi if payment

commenced today and lasted for the entire term of payment. No financial institution would see ttus

alteration as being of equal value, nor would they freely agree to such a modification, as they well

understand the reduction in value.

27. Also, each year of delayed retirement results in a decrease in value ofpension benefns

owing to an eligible employee. By way of compazison, the state of Washington calculated that a

public employee who retires [en yeazs early loses azound forty percent of his/her total retirement

beaiefit (Exh. 2.) This translates to roughly a 6% decrease in pension benefits per year for someone

who retires ten years earlicc The Legislature of the State of Washington maintains the

aforementioned document on its official websiCe. Such a report is relied-upon by experts of the trade.

A true and correct copy of the dceument is attached as Exh. 2.

28. Additionally; Towers/Watson, a leading global professional services company,

estimates a six percent per year reduction for an employee who retires ten yeazs eazly at 55. (Exh. 3.)

Tower/ Watson is wellaegarded in the iudusG'y and i[s reports are relied-upon by experts of the bade.

A true and correct copy of the report is attached as Exhibit 3.

29. Meanwhile, the additional required years of service prior to service retirement

requved by Measure B also mandates further contribufions from employees.

30. Measwe B also reduces the Cost of Living Adjusmients ("COLA") owing for an

active employee's past service, regazdless of whether the employee opts-into the "Voturtazy Election

Program" ("VEP"). (Sections 1507-A(b)(v), 1510-AJ It also gives the City Counoil the diso~etion to

suspend COLA payments in certain circumstances. (Id.) As a result, Measure B again decreases the

stream of benefit payments that was guaranteed before its adoption and makes it very likely that a

retiree's pension benefits will not keep pace with inflation over tune. In the past, employees'

contributions were also determined assuming that the COLA would be paid according to plan terms.

7
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Di((erentiatinr Waee Reductions and Increased Benefits Cortlributions

31. In response to the rise in the liabilities attributable to the Federated System, the City

imposed on AFSCME members a wage reduction amounting to more than twelve percent of pay as a

component of its last, best, and &nal offer related to contract negotiations in 2011. AFSCME did not

agree to this, as the term "imposed" indicates.

32. The Ciry's contribution rate grew from 153% in fiscal yeaz ("FY") 2001 to 283% in

fiscal year ("FY") 2012. (Guxza Decl„ Each. 58, p. 7 J This represents a percentage rise of about 13%

o£pay.

33. Consequently, AFSCME members now beaz the bwden of financing about 92% of the

increased costs of pension benefits to that point in time. I computed this sum by dividing t 2%, the

approximate wage reduction described above, by 13%, the approximate rise in the pension

contribution rate between 2001 and 2012.

34. As is explained below, the City did not count such sacrifices as part of AFSCME's

members' efforts to help the Federated System regain solvency.

35. For unions reasons, cutting employee pay for the purpose of funding retirement

benefits is not equivalent to requiring increased employee contribulions towards retirement benefits,

and AFSCMF. has never treated the two as interchangeable. Essentially, pension bene5ts constitute a

peroentage of the base salaries retirees received while they were working. Therefore, decreasing

active employees' wages lowers the future promised pension benefit owing them, i.e. i[ lowers their

final average wages for purposes of ealoula6ng retirement beneSt levels. As a result, it reduces the

normal wst of the benefits, oc the present value oP benefits earned over the course of the ycaz in

question.

3G. In addition, wage reductions for active employees do not affect the final compensation

with which retirees left service, so such reductions do not affect a plads UAALs with respect to

retirees. However, wage reductions do, mazginally, reduce a plan's UAALs over time with respect to

benefits already earned by current employees. Again, this is because decreasing wages may result in

a decrease in the employees' final compensation, as defined by the retirement plan, with respect to

the computation of the pension annuity at retirement. As a result, lowering wages only mxcginally

DECLARATION OF DAN DOONAN
Consotidaeed Case No. I-12-CV-225926
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reduces a plan's UAALs for current employees to the extent that the employees have not yet reached

what would be their highest three years of salary.

37. However, higher employee contributions towazds pensions (as required by Section

1506-A of Measure B) are deducted from pensionable wages and do no[ effect the employees'

highest average pay. "therefore, while pay cuts effect employees' pensionable wages, higher

wnhibutions towazds retirement benefits do not. These higher contributions simply replace

contributions that should be made by the employer.

38. When the City requires its employees to make increased contributions into its

retirement plans rather than cutting their pay, its compensation sWCture becomes more heavily Ulted

towazds retlrement benefits. The diffece~ce might often seem negligible to the parties involved, as

the pay cuts or higher conhibutions discussed are Typically less tha~i 3% of pay. However, in this

case, with pension contributions possibly increasing by 16% of pay, it becomes possible for

employees to pay more than 32% of their pay towards retirement benefits but still to draw pension

benefits based upon thei[ full, pre-coufribution pay. On Che other hand, when the City cuts its

employees' wages, the employees draw lower levels of pension benefits based upon this smaller

income.

39. With respect to the 32% of pay figure cited above, FY 2014 can be used as an

example. In FY 2014, Federated member pension contributions are estimated at 5.97% of income,

VEP contributions are estimated at 16% of income (once fully phased-in), and the FY 2014 OPEB

contributions are expected to be 1094% of income. (CiTy's RSN B; Gurza Decl., Exh. 58, pp. ii, 5;

Gurza Decl., Exh. 60, p. 9.)

40. Furthermore, Measure B requires City employees to pay up to half of the Systems'

unfunded liabilities. (Section 1506-A.) However, any wage concessions/pay-cuts already realized,

and those [hat the City may impose on APSCME members in the future, do not count towazds this

requirement. As a result, pursuant to Section 1506-A, AFSCME members will eventually pay 4-6%

of their salaries towards financing the normal vests of pension benefits and up to 16% of pay toward

This is Nie historio range for normal oosts.

DECLARATION OF DAN DOONAN
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the System's UAAL; this is in addition to the 12%~i~ pay cut that the City ixnposed on them in 2011

that the city stated was to address retirement costs.

4 L I azn no[ aware of any benefits, above that too which they aze already entitled, die City

has extended to its employees in exchange for the benefits reductions affected by Measure B.

42. It therefore camiot be said that the cha~iges Measure B makes to employee pension and

ceticement come with any eoinmeusurate benefit or that the deL'iment pxod~ced by Measure B is

offset in any way.

The E/(eet of a Decfinine Pavro[L

43. The increase in the City's wntribution rate as a percentage of payroll is largely driven

by a decreasing Tier I (current employee ties) payeoll. This fact is also acknowledged in Cheixa~'s

actuarial valuation. (See, e.g., Garza DecL Each. 58, p. iii ("The large increase in the wntribution rate

is mainly due to decreasing Tier 7 payroll which causes the unfunded accrued liabilities to

increase.").) Such cuts heavily impact the amortization of the Ciry's nnfundeA liabilities. (See, e.g.,

ibid J W hen the City reduces its payroll, its pension contribution rate spikes as measured by a

percentage of payroll; this is because pension costs ue less affected by changes in payroll than

payroll itself (as much of the costs are legacy costs) and because pension contributions are being

measured against a smaller payroll.

44. The City's Federated payroll fell from $323 million in fiscal year 2009 to $240 million

in fiscal year 2013. (See, e.g., Gorza Decl., Sxh. 5$ pp. u-iii, 28.) Although actuaries predicted

payroll to increase during this time (Exh. 4 (Cheiron's Actuarial Valuation re Federated City

Employees' Retirement System, June 3Q 2010), p. 15), payroll decreased approximately 26%. (I

arzived at this percentage with a calculation involving the $323 million and $240 million figures

above.) Tier 1 payroll is projected to fwther fail to $205 million in 2014. (Garza Decl., Exh. 58, pp.

ii-iii, 28.) Tier 1 payroll would have to Ue increased by roughly 85% in FY 2014 to be equal to what

was being projected in 2009. This is based upon payroll of $323 million in 2009, five yeazs of

growth at 325% per year (yielding an expectation payroll at $379 million), and the percentage

increase of $205 million required [o equal the projections of only a few years ago.

DECLARATION OF DAN DOONAN 33o~4zdoc
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45. There is also something of a domino effect, where employee attrition increases

Because vested employees leave service for better opportunities or retire eulier than planned due to

3iminished wages or the impact of diminished wages on their pension annuity calculation . In 5scal

yeaz 2012, the Federated Sysiem's pension costs increased by approximately $23,934,000 due to

.azlier-than-expected retirements. (Here "expected" means the historical and actuarially-derived

assumptions adapted by the retirement boazd on advice of plan actuaries.) (Gurza Decl, Exh. 58, p.

19.) In fiscal yeaz 2011, the Federated System's pension costs increased by about $34,778,000 due to

Duly retirements. (L~xh. 5 (Cheirods Actuarial Valuation re Federated Ciry Employees' Retirement

System, Tune 30, 2011-November 2011), p. 17J Together, the City experienced losses of about

$58.7 millimi in 20] 1 and 2012 due to early retirements alone.

46. However, earlier Cheiron valuations did not even report any increase in pension costs

due to early retirement as a separate item. (See, e.g., Exh. 4.) For a variety of reasons, workers

generally tended to work past the date of initial retirement eligibility. For instance, workers often

liked theirjobs and do not mind stayingin them longer than is required. This no longer seems to be

the case. In FY 2009, the L'ederated plan reported 112 retirements during the yeaz. During the

Measure B campaign, and followidg the large pay reducfion, the number of new retirees during FY

2011 rose to 307. Despite Uie flood of retixeroents iu PY 2011, new retirements remained high in FY

2012, with 176 deciding to retire. (The names of retirees ue reported at the end of the Federated plan

Comprehensive Annual Financial Reports ("CAFR"), and the specific figures were obtained by

counting the names shown in the FY 2011 CAFR and the FY 2009 CAFR.)

47. These eazlier-than-expected retirements would have a similar effect on OPEB

liabilities, inflating costs and decreasing plan payroll as one pays in for fewer years and receives

benefits for more years by retiring eazlicr.

48. In sum, earlier than a~iticipated retirements represents a form of unexpected adverse

selection with the following effects: (1) elimination of expected revenue steeams because the

peecentage of early refirees' wages are no longer contributed to the plan; (2) loss of time-value of

such contributions (or inveshneat returns); (3) longer retirement periods; and, most importantly (4)

increased plan liabilities from earlier-than-anticipated benefits payments with respect to the eazly

DECLARATION OF DAN DOOIVAN
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retirees, (5) dramatic gains in OPEB UAAI. (as early retirees aze not Medicare eligible); and (6)

where early retirees aze not replaced, as is often the case here, the resulting attrition means a smaller

Vase of contributing employees and plan payroll over which to pay for the promised benefits.

49. For active employees who must work under the terms imposed by Measure B, the

affects of obligating them to assume responsibiliTy for financing UAALs, for the first time and in this

context, are especially pronounced. They are required to shoulder the burden oP UAALs associated

with not only [heir own, but also current retirees' service. The obligation for acrive employees

balloons when, as indicated above, the plan suffers an exodus of early retirees.

50. In addition to the above, Measure B both closes off the current tier to new hires and

imposes the cost of UAALs on active employees. Because Measure B closes off the current tier

pension plan to new hires (sections 1506-A-1508-A), it fwther creates a spike in conCribution rates ~'

associated with current employees (Garza Decl., Exh. 5 S, p. 5) as the future payroll of those

remaining in Tiec 1 shrinks and is used to amortize unfunded liebiliYies. When the City closes Tier l

no future parCicipauts will join the tier to help pay off its unfunded liabilities, and new hues start with

a clean slate. Resultantly, the percentage of pay required to pay off the unfunded liabilifies will

co~rinue to rise dramalically for the individuals remaining within the tier, umil the cap of 16% of pay

is hit after 4 years. This will assure that additional employee contributions that would help pay ofF

the unfunded pension obligations would certainly be at 16%within four yeazs, and remain there

thereafter.

51. Measuee B also permits active employees to enroll in the V EP alternate reUxement

pla~~. (Sections 1507-A.) Individuals who do so are no longer within the Tiex 1 plan; this will also

lead to a diminishing payroll within the Tier 1 plan and increase ttte burden on tltoae remaining

within the plan to cover the cost of its liabilities.

52. By closing off die Tier 1 plan I.o new hires, Measuca B guazantees that the City's

contribuUOn level as a percentage of its pay~ol] will continue m increase since its Tier 1 payroll will

continue to shrink.

53. Furthermore, the City benefits From its smaller payroll by paying the normal cost of

retirement bene5ts on the lower Tier 1 payroll (Garza Decl., Exh. 58, p. iii.) Cost avoidance of
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1 future service accruals is equal to payroll cuts times ~ormnl cost. The normal cost of the Ci
ty's Tier

Z I pension wntribution rates for fiscal year 2013 is approximately IS%, and it is approxunately

3 15.61% for 20t 4. (Gana Decl., Exh. 58, p. 4.) Therefore, for every $100 of payroll the City cuts, 
it

4 saves $I S-$15.61 per year for someone who would have been in Tier 1 during this time.

5 54. By cutting its payrol4 by approximately $83 million between 2009 and 2013

~ (difference between $323 million payroll in 2009 and $240 million payroll in 2013), the City saved

~ approximately $11 to $13 million in normal cost pension conVibutions. I arrived at the high-end $13

g mIllion figure by multiplying this savings amount by 15.61%, or the percentage of the City's 
I

9 conVibution rates attributable to normal costs in FY end 2014. (Garza DecL Exh. 58, p. 4.) I arrived

10 at [tie low-end apprmcimate figure by multiplying the savings amount by 12.76%, or the percentage of

11 the City's contribution rates attributable to normal costs in fiscal year end ("FYE") 2012. (Exh. 4, p. i

1z (LETTER OF TRANSMI'1TAL)J

13 55. In summary, the City has greatly contributed to Use escalation of its pension

14 contribution rates (as measured by a percentage of payroll) by imposing huge pay cuts, ins5tufing

~ 5 numerous layoffs, taking actions that created a wave of earlier-than-anticipated rcrirements, and

16 excluding fuWre workers from future payroll

17 True State of Federated Pension Pans

~ 8 56. As will be demonstrated below, during this same time--June 3Q 2009 through June 30,

19 2012--the City's pension AALs increased at a much lower percentage than its contributions did.

Z~ 57. The City's pension contributions as a percentage of payroll rose from 153% in FY

Z ~ 2001 to 183% in FY 2009 to 25.8% in FY 2011 to 283% in FY 2012. (Garza Decl., Exh. 58, p. 7.)

22 CiTy conW bution rates aze up to azound 44.5% of payroll in FY 2013 and projected to be 553°/a of

23 payroll in PY 2014. (Garza Decl., Exh. 58, p. 7 J This rep[esents about a 55°/n increase from FYs

z4 2009 through 2012 and a 170% increase by FY 2014.

25 58. However, its pension contributions for the corresponding years only rose from

~6 $84.787 million in 2011 to $ll 1.343 million (aesuming continuation of SRBR) in 2014. (Exh. 4, pp. i

Z~ ("Letter of Transmittal"), 18; Garza Decl, Exh. 58, p. ii.) That represents a 31°/a increase in

?8 contributions during Yhat time. Without the SRBR, i[s estimated pension contributions in 2014 are

13
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;ven lower: $102.470 million. (Garza Decl, Exh. 58, p. ii.) This represents about a 20%increase in

;ontributions during that time. Md, again, this ignores the impact of 12%pay cuts imposed upon

:urrent workers.

59. However, the Federated System's pension normal cost was about just 20.55% of pay

For as of June 30, 2011, (lxh. 5, p. ]7) and its retiree healthcare accruals were worth 5.44%oF pay

For FY 2011-2012, including the portion paid by employees. (Exh. 6 (2011 Cheiron OPEB Valuation

2eport), P. 10.)

60. Its pension assets rose from $1.757 billion in 2009 to $1.762 billion in 2012. (Guna

Decl., Exh. 58, p. 28 J That~is approximately a 0%increase.

61. However, the City's AALs only grew from $2.486 billion on June 3Q 2009, to $2.854

billion on June 30, 2012. (Gurza DecL, Exh. 58, p. 28.) While its contribution rate grew by 55%

between FYs 2009 and 2012 (as stated above), its AALS only increased 16%during that same time. ~',

62. Furthermore, both retirement systems incurred more than $765 million in investment

tosses during fiscal years 2008-2009 and $2l4 million dollars in bsses during the previous yeaz.

(Garza Decl., Exh. 1, p. 35.) Additionally, UAALs increased by about $750 million because

actuazial assumptions that were used to cost out the plan were changed. (!d. ai 38.)

63. Included in the aforementioned increase in the Federated Plan's UAALs were changes

in actuarial assumptions that did not impact actual plan payouts and only affected the way they are

funded. These include changes made in 20ll that increased the City's UAALs by $187 million.

(Exh. 5, p. 17.) Therefore, the City's pension UAALs increased by about X400 million between June

30, 2009, and June 30, 2012, with at least $187 million in that increase attzibutable to assumption

cha»ges.

64. 'the lower a plan sets its discount rate, the less it expects in cetums on its inveskne¢ts.

Since investment ineonte helps finance a ceri~ement plan's liabilities, a lower disoount rate requites

higher party payments towards its retiremem obligations than if it were to adopt a higher discount

rate. The City lowered the discount rate for its pension plan from 8.25% prior to 2009 to 7.5% in

2011-2012. (Decl. G~~za, Exh. 58, pp. 14, 28J
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1 Cast of Livin¢Adiustment

z 65. given before the formal change to a guaranteed three percent annual COLA in 2006,

3 the System often paid out a three percent COLA each year; prior to the change, the FeAerated Plan

4 had a ̀banked' feature, meaning that if the Consumer Pxice Index ("CPI") exceeded three percent in a

5 given yeaz, the difference was banked and would be used in a year when the CPI was under three

6 percent. (Exh. 7 (2006 Gurza Memo Advocating Plat 3°/a COLA), p. 1 J The aforementioned

~ memorandum, labeled Exhibit 7, was produced by the City, and the Union maintains it in the regular

8 course of business. A true and correct copy of the memorandum is attached as Exhibit 7.

9 66. The aforementioned ̀ banked' Feature had the effect of smoothing out inflationary

14 volatility and ensured that retirees could expect a consistent 3%COLA eaoh year. In years since the

11 change to a consistent 3%COLA, the banked amount would have helped to increase tt~e COLA

~ 2 during years when CPI increased less than 3%. Only in times of persistent low inflation, and after the

~ 3 banked CPI was exhausted, would this not happen.

l4 67. I produced a chart, a true and correct copy of which is attached as Exhibit 8,

15 demonstrating Uie annual changes in the cost of living since 1975 based upon yearly changes in the

16 Consumer Price Index ("CPI"). This chart is based upon data from the feAeral Bureau of Labor

t~ Statistics, the principal fact-5nding agency for the Rederel Government in the broad field of labor

18 economics and statistics and the agency that publishes CPI data. Since 7975, the average yearly

~ 9 increases in bath the CPI-U and the CPI-W have been close to 4%.

24 68. While the Federated Plan may have paid smaller COLAs in some recent years, it

2 ~ historicatly operated under the assumption Yhat fume COLAs would be three percent, which led the

22 plan acWary to olaim Shat this change would not affect cant'aibutions when this was adopted. (See

23 Exh. 7, p2; see also Exhibit 8.) Basically, the decision was to pay a COLA equal to what was

24 assumed in the funding mechanism. This had the appeazance of no cost (as actual outcomes would

25 equal expected outoomes in the future). lu truth, this means the plan would not benefit from

26 experience gains from time to time; however, the change did not create experience losses — as it set

2~ the actual benefit equal to plan assumptions. That means that this assumprion was incorporated into

28 calculating the normal cost of the COLA component of the benefit. In other words, current

15
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employees who have been contributing to the plan during their employmernhave paid for this

benefit. In any event, the fixed three percent COLA has not created ̀ experience losses' for the Plan.

`Experience losses' occur when actuarial assumptions are not fully realized.

69. In fact, based upon the historical rise in the cost-of-living as demonstrated in E~ibit

8, retirees received less than the true increase in flee CPI based upon a fixed 3%COLA.

70. In the years following the CiTy's adjustment in the COLA formula (as described

above), the City's contribution rate did not change as a result of the formula adjustment (Exh. 9

(2012 Federated CAFR), p. 101.) Since then, the City has not made any benefit changes that affected

Plan liabilities whatsoever. (76id.; Gurza Decl, Exh. 1, p. 14) The aforementioned document, Exhibit

9, was prepared for the Trustees of the Federated System and is available on the City's public

website.

Retiree Healthcare

71. In addition to the 12%+wage reductions on AFSCME members, the City has cut its

payroll drastically as previously discussed. (Gurza Decl., Exh. 58, p. 28 (showing plan payroll peak at

around $323 million in 2009 and at $226 million as of August 3Q 2012, an amount less than plan

payroll in 2001).) As a result, AFSCME members' retiree health care contributions, as a percentage

of pay, have escalated. 'Phis is because when the workfw~ce shrinks, tUe pool of wages on which

contributions is based also shrinlzs, although the City is still liable Poc payment of benefits to all

vested employees azid retirees. Where the City has adopted a prefunding model, it necessazily

obligates itself to increase its contributions and/or, as does Measure B, impose on the remaining

employees' greater contributions towa~~ds funding the redcees' benefits. This is the very definition of

an "inter-generational" iransYez ihaf Measure B specifically seeks to avoid. (See Section 1513-

A(~)C~))

72. GASB does no[ require government entities to prefund retiree healthcare plans; iY only

requires that public enEities disclose their unfunded liabilities, though accounting roles do inoentivize

prefunding. San Jose is one of tUe Pew jurisdictions that decided to prefund ite retiree healthoue

plans. However, the City does not prefund its plan based on GASB assumptions; instead, it opts to

use its own set of funding asswnptions. As writteq Measure B requires prefunding.
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73. Prefunding substantially increases the bucden on active employees of financing retiree

health because it requires that they pay half of the costs of retirement benefits for themselves as well

3s their predecessors and those who have retired and aze receiving the benefit. It also shifts to them

the liability associated with imperfect acmazial predictions for both their benef is acid those of current

retirees, including predictions related to longevity acid health caze cost inflation.

74. As a result, active employees will be required to pay more into the Federated System

than the value of their own benefit accruals, or the normal costs of their retirement benefits going-

Forwatd. Their share of contributions also escalates more quickly as more people retire earlier than

anticipated, and more so where retirees aze not replaced with new hires, as has been the case witli San

los8.

75. However, the umual benefit payments paid from the City's retiree healthcaze plans do I

not change simply because it prefunds. The change in the City's reported liabilities is due to a quirk

in the GASB reporting standards by which the City may apply a higher discount rate in reporting its

liabilities if i2 prefunds benefits. (See Guxza Decl., Exh. 6Q p. 10 J Meanwhile, the City's funding

mechanism ignores this quirk.

76. Far example, for the fiscal year ending 2013, the City would report its Federated

health plan's liabilifies using a discount rate of 3.3% if its contributions were made on a pay-as-you-

go basis. (Garza DecL, Exh. 6Q p. 10.) If the city were fully prefunding its Federated health plan, the

City would utilize a much higher 7.5%discount rate for GASB reporting purposes. (/d.) For the

reasons previously articulated, the City's reported GASB liabilities would appear smaller if it were to

prePund ils Federated health plan, thereby utilizing the higher discount rate. Therefore, GASB

provides a major incentive towuds prefunding.

77. Because the full ARC for retiree healthcaze would not be contributed in FYE 2013, the

City will use a blended discount rate of 4.8%for ceporti~g purposes. (Garza Deel, Exh. 6Q p. SO J It

may move to a higher discount rate once it transitions into full prefunding. (See id.) Pull pcefunding ie

currently scheduled to kick in for 2013-20]4. (ld., p. 7.)

78. Even [hough the Federated health plan is using a 4.8% GASB repoding discount rate,

its discount mte for funding purposes remained at 7.5%. (Garza DecL, Exh. 6Q p. 3.) Because of its

17
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lower discount rate, it will report a much higher level of UAALs than it would wilt its 25%funding

discount rate.

79. The live wst of retiree healthcaze is the cash flow necessary to pay benefits, and the

cash flow necessazy to pay those benefits does not change by prefunding. Rather, prefunding simply

accelerates payment for future benefit, aid allows for higher investment earnings. In other words, the

Federated System has the same level of liabilities that have to be paid. Pcefunding does not ohange

that level; it merely accelerates payment of those liabilities ~md allows early payments to be invested

to earn investment returns. '..

The Union's 2009 agreement to share in "Prefunding"Retiree Health

80. The City contends Lhat Measure B simply puts into place the vazious Unions' 2009

agreement to increase retiree health contributions in order to Vunsition to a prefw~ding model.

Factually speaking, this contention is incorrect.

81. In 2009, when AFSCME agreed to prefunding and sharing the costs of retiree

healthcare on a one-to-one basis, it did so in an effort to preserve the benefit. In addition, in 2009 the

impact of a ramp-up to "pre-fu~diag" was minimal compared to implementation of prefunding after

Measure B and the recent major changes in Federated Plan payroll. In fact, the City has not yet fully

implememed the 2009 agreement, and has recertly imposed reduced bene£ts. As a result, Measure B

requires employees to pay more money For less benefits; this was never [he purpose of the 2009

agreement.

82. This is because of the subsequent severe reductions to plan payroll that occurred

because of pay cuts, layoffs of City employees, reduction in benefits and concomitant eazly

retirement that occurred after 2009. Because of these changes in experience, City employees aze

shouldering a much higher portion of the burden of retiree healthcaze than AFSCME anticipated in

2009.

83. For example, as discussed already, the dramatic level of early retirements as a result of

pay cuts had a significant impact on die City's costs of retiree health because early retirees aze not

Medicazecligible. The pre-Medicue years aze the most expensive years fni retiree health purposes

Consolidated Case No. t-12-CV-225926
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because once a retiree is Medicaze-eligible, the retiree health plan functions as a wrap-azound plan,

that is, it is secondary to Medicare.

84. Additionally, the prefunding of retiree health benefits contributed to the lack of

stability of the Federated System's retiree healthcaze plans. I have reviewed Cheiron's Federated

Postemployment Healthcaze Plan's Actuazial Valuation as of Sanuazy 2013, and it shows that the

financing of retiree health on apay-as-you-go rather than prefwiding results in lower costs through

203 L (Garza Decl., Exh. 6Q p. 4.) The Cheiron projection shows pay-go conVibutions climbing due

to the assumption that health costs will wntinue to increase more rapidly than wages, as well as

incorporating demographic changes. However, prefunding wntcibufion levels immediately jump to a

much higher level. The difference in these contribution patterns would go into the plan as assets to

invest in order to pay for future bene5ta.

85. Though Measure B was publicly sold with a theme of ̀sustainability', and the funding

section (1513-A) was written to sound as though it assured sound funding that would help guarantee

tttat funds would be there to provide benefits to ciTy workers, after passing Measure B, the City

immediately proposed to the unions, including AFSCME Local 101, closing the retiree health plan to

new hires as amended by 1512-A of Measure B. The implementation of such a proposal would

further undermine the sustainability of the retiree health plan because it shifts the burden of funding

the plan's liabiliries to an even smaller, shrinking group of active employees (just like closing the

Tier 1 pension plus to new hires did). Now, a much smaller pool of workers would be responsible for

paying half of the city's legacy retiree health costs. As those costs rise, as a percentage of payroll,

there would be immense pressure to devalue the benefits (including [hose for cuaent reficees). The

convibution deal is essentially now being used as leverage to cut benefits that workers have paid for.

86. These factors, in addition to the ones discussed above meant that although under the

2009 agreement Uie five year ramp-up was expected to result in an increase of wnuibutions for

~efiree health beneSts from 3% to 7%, which was deemed aoceptable in order to maintain the caveat

level of retiree health benefits, by 2012 implementing the runp-up would mean an increase in

employee contributions to 15.5% fox the same bene5ts (before the benefit reducfion was imposed).

Consolidated Case No. 1-12-CV-225926
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87. After cuts to the retiree healtltcue benefit were imposed, workers are now expecting

contributions to increase to 10.74% for a much lesser benefit. (Garza Decl., Lxh. 60, p. 9.)

88. Combining the move to prefunding, reduced payroll, and a reduction in the value of ''

benefits means that Measure B requires active employees to pay more for lesser benefits. Evidently, it

is not correct that Measure B's retiree health provisions are equivalem to the fra~iework adopted in

2009 (which again, has not yet been fully implemented). Measure B also basically prohibits workers

from bargaining to address these changes, as the contribution arcangement has been put into the CiTy

Chatter.

Suun[ementa[ Retiree Benefit Reserve

89. The Supplemental Retiree Benefit Reserve ('SRBR") was functioning as designed

when it resulted in the distribution of "excess earnings" despite the Federated System incurring

nnfimded liabilities. Although the SRBR was designed to siphon off "excess earnings" and distribute

them to retirees when aemal returns exceeded what was expected, the provisions were not designed to

take into accowrt the funding status of the plan. (See generally City's RJN (MuniCode 328340); see

also Soroushian Decl, Exh. 1, p. 1 J

90. The 5RBR was designed to be based upon short-term investment eaznings, not a long-

term finding trajecmry. Thus, one should expect higher SRBR benefit distributions to result firm a

higher level of volatility in investments markets, not from a stronger funding ratio

Citv's True Ecanomie'State

91. The City's governrrtental funds revenues grew around 12%while its governmental

funds spending shrank by around 12%over fiscal years 2003 through 2012. (Exh. ] 0 (City of San

Jose Comprehensive Annual Financial Report), p. 197.)

92. Furthermore, the San JosB-Sunnyvale-Santa Clara Gross Domestic Product ("GDP")

rose by 60%over that same time period. In the third quarter of 2012, the average weekly wage in

Santa Clara County was $1,800. (~xh . 11 (BLS County employment and Wages report).) This

translates into a~~ average yeazly salary of $93,600. The Bureau of Labor Statistics is a part of the

Uni[ed States Depanment of Labor. The cited source is a reputable and reliable governmental source

of matters within the agency's expertise, and experts of the trade rely upon its publications.

—._
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93. The San Jose Metropolitan Area currently has an economy lazger than that of New

Zealand, Peru, oil-rich Kuwait, Hunguy, and other countries. (Exh. 12 (U.S. Metro Economies

report).) This document was prepared by iHS, a leading global provider of critical technical

inFonnation, related decision-support tools and strategic and operational services. It provides

economic forecasts, industry analysis and market intelligence for ovec 200 countries and 170

industries, and has a staff of hundreds of expert economists and analysts worldwide. This company is

well-xegazded in the industry and its reports relied-upon by experts of the Vade. A We and correct

copy oL Uie report is attached as Exhibit 12.

94. From 2002-2011, the City's Net'1'axable Assessed Value, or market value of its

property tax base, was up by 57%, but property tales were up only 35°/a. Sales tales were up only

3.5%over the ten-yeaz period, likely due to increased online sales and the general deterioration of the

ability to levy efficient sales takes (e.g., taYing goods but failing to [aY services in an economy

moving towazds services). (Exh. 13 (COTCE report).) This document is maintained on the website

for the Commission on the 21" Century Economy (http://www.cotce.ca.gov), a Commission

established per executive order of former Governor Schwarzeneggec A true and correct copy of the

repoR is attached as Exhibit 13.

95. The Ciry's attempts to raise revenue have been lackluster, and its taxing mechanisms

have been inefficient. The City's governmental revenues were equal to 1.04% of GDP in 2002 and

0.73°/a of GDP in 2011. Ciry revenues would have had to be 43%higher in 2011 to recoup the same

level of resources as existed in 2002. However, had the City raised such revenues, it may have been

able to effectively pTefund ib retieee health benefits without massive reductions in its workforce and

services to San Jose citizens. -

96. 'the City was not forced into instituting massive layoffs, service reductions, and

employee compensation reductions because of the rising retirement costs and reduced revenues. It

could have put tax increases on the ballot [o raise revenues but failed to do so. It should be noted that

batlot proposals calling for increased revenues passed all tluoughout California the past election

cycles.
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97. The City could have also considered altema[ive, and legal, ways to address refirement

cosu, such as the proposal offered by its rank-and-file unions.

98. By 2009, the City had faced large deficits every year for almost a decade (Exh. 14

(message from Chuck Reed)) but only blamed its employees' cetixement benefiYS for the shuctural

defects leading to such deficits years after the troubles surfaced. The aforementioned webpage is

maintained by the City of San JosB and available for viewing by the public.

99. The recent increase in the City's contribution rate towards Federated System

~eti~ement benefits is lazgely attributable to its declining payroll, revised uctuazial assumprions, and

inveshnent losses. (See e.g., Exh. 5, p. 3; Exh. 9 (Federated System auditor's report for 2012), p. 57;

Gurza Decl., Exh 1, pp. 35-36, 38.)

100. 1428% of the rise in pension contaibutions as a percentage of payeoll from 2001

through 2012 was attributable to poor investment performance. 1530% of the increase was due to

changes in actuarial assumption, and 6.75% was due to decreasing payroll. (Exh. 9, p. 101; F,xh. 5;

Gurza Decl., Exli. 58, p.5.) I have created a chart based upon the afore-cited sources which displays

the percentage increase of the City's conteibution rate since 2001 attributable to different factors euch

as poor investment performances and decreasing payroll (Exh. 15.) The Union maintains the chart

in its records in the regular cow'se of business. A true and wrrect copy is attached as Exhibit I5.

101. The recent increase in retirement costs noY attributable to employee benefits increases

because AFSCME members have not realized a major gain in retirement beneFts since 1984 when

the City Council granted them medical benefits and then in 1986 when it extended to them dental

benefits and created the SRBR. (Garza Decl., Exli. 1, p. 14; Garza Decl., Exl~. 58, pp. 5, ll J That

was about 27 years ago.

102. In 1975, almost forty years ago, the City increased the beoeSts multiplier to 2.5%.

(Garza Decl., Exh. I, p. 14.) The City has had decades to fund any liabilities resulting from this

change, and anyone employed after that date would have contributed to funding the normal cost of

the increased benefit level.
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103. The City established the Supplemental Retiree Benefit Reserve ("BABA") in 1986.

Gurza Decl, Exh. 1, p. 14 J Tl~e SRBR only consfituted around four percent of the Ciry's total

iabilities. (Id., p. ii J However, in recent yeazs, when benefits were not paid from the SRBR, the cost

o the City of such benefits was $0.

104. The SRBR does not contribute to the Ciry's UAALs. By discontinuing the reserve, the

~iry simply reallocates SRBR monies amongst the UAALs of its other retirement plans.

105. Federated members also began to receive retiree dental benefits in 1986. (Gurza Decl.,

3xh. 1, p. 14J They are required to pay 27°/ of the present value of its future normal costs and 27%

~f the total accmed liabilities, based upon cost sharing mechanism laid out in the city cFiarter.

106. The establistunent of reciprocity with Ca1PERS had no significant effect on the City's

iabiliGes. (G~za Decl., Each. 1, p. 13 fn. 13.)

107. The redefinition of"final compensation" in 2001 as the average compensation

;arnable £or the highest twelve-month pay period of a worker's cazeer did not result in a major

Benefits gain for Federated System members. It increased bene£ts owing to active workers (and not

[hose retired already) by about 3.25%. This led to azound a 1.51% increase in the City's conhibution

rate in 2001 and no further increase in later yeazs. (Exh. 9, p. 101.) The normal cost si~~ce adoption of

[he change has reflected the change in costs, and employees have shared in that additional cost

according to the cost-sharing provisions that azc in place (8/llths city and 3/l lths employees). City

and employees have been funding this since adoption.

108. Despite the impact on past service, this change in the definitlou of "Final

compensation" obviously did not have a material detrimental effect on the plan when granted in

20 W . It would continue to increase tk~e cost of future service, whioh would be split beriveen both the

employer and employees in the same manner that pension contributions were split.

109. The 2006 change in the COLA to a guaranteed 3%percent azmual adjushnem did not

result in a major liabiliTy to the City for the reasons stated above.

110. Furthermore, Federated System members did nor receive any retroactive benefit

enhancements icaulting in the spike of its ceticemevt systems' UAL's in 2009. (Garza Decl, Exh. 1,

pp. 3638.)

DECLARATION OF DAN DOONAN
Consolidated Case No. Id2-CV-225926
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111. The actuarial and financial reports refeaed to in this declazation and forwarded as

Exhibits 4-6 and 9-10, concern the Ciry's retirement system funds, liabilities, and contribution rates

to the systems for the City and employees. They aze within tt~e City's possession; they are also

publically available on the City's website. The auditors' reports aze found at

http://vnvwsanjoseca.gov/index.aspx?nid=2421, the Federated System's Comprehensive Annual

Reports are found on http://wwwsjxetirement.com/Fed/Plan/CAFR.asp, and the City's 2012

Comprehensive Mnual Financial Report is found at

Trve and correct copies of said reports aze

attached.

112. Wiih respect to retiree health, the CiTy has already spent most of the conhibutions that_

current workers, many who have been contrihuGng for decades, have made for pest service. Tltis is

typical-in a pay-go funding plan, where one generation pays for the benefits of the prior generation.

However, in this case, it means that, since past employee contributions were already spent by the City

to pay for others' benefits, cuttent workers face paying off half the liabilities for themselves and

cefirees, and aze essemially not credited with the contriburions that they have already made.

I declare under penalty of perjury under the laws of the State of California that the foregoing

is hve and cosect and that I executed this declaration on April ~, 2013, in Washington, D.0
~,

Dated: April 3Q; 2013

Consolidated Case No. 1-12-CV-225926

BY~ DAN DOON ~ '
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VALCJING LIABILITIES IN STATE AND

LOCAL PLANS

By Alicia H. Munnell, Ru$ard W. Kopcke, Jean-Pierre Aubry, and Laura Q}+~inby"

INTRODUCTION

'Ib measure the liability ofa pension plan requires repox[ed on the books of states and 1oc~litie5. The im
discounting a steeem of promised future benefits ro te~fTy of t}~e debase is fueled 6y the assumption dial

tUe present. Por public sector plane, what discount the magnitude oFthc liabilities dicgtes the size ofthe
~a[e [o use in this calculation is a suUject oC great funding conh'ibutioo and even how the pension fund
debate. Slate and soul plans ge~emliy fo➢ow an asses ~sho~ild be Invested.
acnaarial model and discount tt~efr liabilities by the 'Ibis br'iefattempts to s'epaxate the question of
long-teen pe7d ou the assets held in the pension valuing 11abilities from the quesfiox~s oCfunding and

fund, roughly 8 percent. Most economists wntend inveshnent As background, it plains the current
That [he discount race should reflect the cisk associ- approach m valuing liabilities in the private and
ated with the liabilities. av1 given tlmt benefits' are public secrors Second, it discusses why, given them
guaranteed colder most sale laws, [he appropriate guaranteed status, state and local pension liabilities
discount facme is a riskless .ate. roughly 5 percenq as should be discmmred at a xiskless rate and shows slow

.discussed below. 17we, the emnomlvtr' model would much measured lixbili[ies would in«ease by applying
produce much higher liabilities than [hose cuxxeutly such a ~a[e. Thitid, it argues That valuing Iiabitities is

only one facm~ entering the funding calculation, and
- that wring a riskless discount rate does not necessarily

mean that conmbutions ehould increrse ixnmediarely.
=Altus H. Munnrl1 is djrector af~hn Cen4e. fo. ReGirervicnt

Rcsenrrh at Bortm~ College (CRRJ and she Pae. F. Dmcker

Ih f sar ofManogemeni Sciences a~ Horton Ceilege's Carroll

School ofMnnngemeni. Richard W. KOpeke u a wns~dmnt for

1kre CRR. Jean-Pierre AUbryund Laura Qui ibya~e reseo-rrh 0
a mcintu at die CNR. ]'heautNors n'sh [o thank Ian Lan p ~ ' ~ '

...and Michael irnvnglinifor hdpfulmmment. they af.o 'sh

FO[hank BGN AIrvm AaJnc~lpful cornmuiu~, ~hirh she wns Search. Fur othee pUb7s2honS Vn Yb~s topic at

gene noughwp.wlde u+m though she d'suy.ocz wRh Uerouse tttbC'Edv
p.amse offhir brief,



In addltlon.5t eepl¢ius that seletling a dismuot rah

and choosing whether or not to invest in risky bonds

ae~d e9uiHesare quite separa [e decfsSOns. The co~clu~

lion is that whereas using a nskless rzfi instead of

the assumed ie[um on assets produces a very' hig}~

measure of public pen ~o ~ IiabilSties, such a diange

does not have Smmediate implica5or~s fog fiindi~g or

investment And adoplivg a riskless rate has clear

ad~auinges: it would eceura[cly ~eilec~ tl e g ara~teed

nature of pub79c sector benefi~y St would nn~ea~e [he

aedib lity of public sector a¢ountmg with private

secror a ~alysts; and it wiild we➢ foresmll unwftie ben-

efit increases when the clock macket soars

CURRENT APPROACH TO VALUING

Liaeiunes

ValuSng pennon liabflSties raises two questions. What

should be included in liabilitieE? And what discomrt

rate should be used ro e+press those liabilities in

today's dollar? The answers differ for the public and

private secrors.
The two mai~~ liability concepts are the Projected

BeveSt OblignNon (PBO) and the Accumulated

Benefit Obligation (ABO). 'Ihe PBO includes pension

benefits paid [o refired employees, UeneSts earned

to date by active employees based on (heir rnrrent

salaries and years of service, and the effect oC fuNre

salary increases on the value of pension rights already

earned by active workers (ArB+C in Figure ~). The

ABO ivdvdes retirees benefits and bene5[s earned m

date by active exnployees (A+B in Pigvre c), but it does

xmt include the et9ecf of future salary increases on

Aenefits of active workers. Neithe~mncept includes

the impaR of future service (Din Figure ~).

7Wo types of cries aze used [o discount liabilitiu..

Tlie first is the expected return on the assets held in

the peoeion fwid The semvd is a modified yield

mauve o{ corporate bond rates.

PRIVATE PENSION PLANS

When the Emyloyee Retirement Ivmme Secm'ity

Act o(ig7q (F.'RISA~ established funding sta~~dards,

it followed the acWaries' approach. Actuaeies remg-

nize the 13abilities associated with an ongoing plan

(t}~e PBO~, and adopt cupected reNrns m assess [he

ability of the assets in hand to cove' fvm~e liabOiHes_

F i~~ut_ 1. L'reesFHZ Vnive or Pnolf~ E~ ~F^'~'~~n

}'OR A HYPOTH[IICp1. Ill AN

roml =s~oo millim~

Ne:i and terminifeA
smd ncdxn

r~en~ ~ szo~.
i~o~

A
P

~.
k

~,, i

Cf~ t ffulls lary Acii~ wovkerc

~~ yzse r . cc ym" 8 Sni

£zgm

Source Authors' illusvatloa

IFthei~ eatunaYes of obligations proved too low, they

revised d~eir calculations, and the spouso~ increased

its contributions'.

In the ~g8os, a rash of bankmpKiea and plan

failures showed pnlirymakea [ha[ many sponsors did

im[liave [he wherewithal m inceease wnmbutions

when the rehim on equitles kll shortofeepecta-

tions These failures placed enoxmm~s pressure on

the Pension Benefit Guazanry Coxporatiov (P6GCj,

the agency eshbHshed m insure becefits of usol-

vent plans. To protect the PBGC, the gove~nmen[ in

~9A9 vvioduced an alcemative ininin~um funding

requivement 'that minimum is based on a concept

nCbenefits close to the ABO, a proxy fur tl~e benefits

the PdGC insures, dismounted Icy modified m~porare

bond rates to reflect the conttacmal nature oE[he

yvaantee (see'Iable ~ on the next page!

For them financial statements, private play spongy

soxs must follow guidelines established by the av

mounting profesaio2 77ie5e a¢ovvtinq roles require

That plans use the ABO m value their obligaliovs

—sSnce t}~e sponsor can always shut down the ylan

— and use a toes-risk rate ~o ~eNect the plans' wnhao

Nat, bond-like obligations. WhenrepoRingtheircm-

i~en[ year's pension expense, however, sponsors use

the PBO and a discount rate That reflects the expected

rema~ on pension fund assets.



TABLY S. APPROACHES TO VN.V1N6 L1ABILISIES~ZOOB

Phn tYPe/Pumos Guvem ~g en City tin mlity wn~ePt Diswvnt rage

Private plans ___

Funded sums

_"_

Acman:J GRISA/IRC PLO Return on asses U-4°~)

Cureenl liability' FRISA/IRC ABO CoiporoM bond rale3 (g.6%)

Financial mPOrn~g

fxpenee SFC/FASe PBO Aemm on oxxeis (~.4%~

1'vndcd seams SLC/1'ASN AllO ['ur➢o*ace bond valê ~gb%~
_._. __

Stage and local plans

Funded stains GASU PBO Remtn on assets (8.o%)

Financial reponing CASE PI30 Rewm on assets (R o%)

Sourcu:Gweming rn~ity and liaUlli~y mnrepis for private Pans arefmm American ACUdemy of ACNaeies ~aooq~:fASR ..

89; er~d FAS➢x3i~N). Funding dada aee autliors'esti~nares based on ehe}~~gro~ical relationships between rates reported in

the U.S. Department of labor's Form 55oo Se~les (z000-zoo9)and ehone i~ Standard & Pooi s (awoaoo9)~ Reporting

data (oe yvvate plans Cmm Standard & Pooi=. (aoo~~. Reporting data for state and local plays ace anchors' calmlaGm~s fmm

Center for Retirement Research at➢oston College Public Pension Database ~PPD). 2ooq.

STgTE AND LOCAL PENSION VLANS
FIGURE Z. FOTV R[B¢N EFIT OBLIGAiION$IgY

In the public sector, the lutes for both repoYling and GUeenar S'rnre~Louc RsnxveS mm~ ACrrve

funding public pension pUvs are set out i~~ Govcrxo- ~°~oxrzexs, 20102078

merit A<muviing Standards Board (GASB)Sta[e~ yr~~rf r~i~a~~.,
merits ag and z~. GASB defines 11ab3liNea in terms -o~~ ~ o y,~epi~s rtr iorrw~mie~y mo~~~~
oC die PBO. GASB aS states thattl~e discount ante s~~,

should be based on "azi esl~mated long term yield fcr g3oo
the plan, with consideration given to tl~e naNre and

mix of current and plannrdimechnevts .."s S''s°~

Theuseofthe PBO Seems app~opnafi fi~rpeneiov egiw
plays in the public sectoe Benefits promised under

b~so -a public plan are accorded a higher degmc of proteo

lion than [hose undera private secmr plan bemuse. H'°°
nndex the laws of most states, the sponsor cannot goo - - - -- -

close down the plan fo«urzeut participants.b 7't~at

is, whereas ERISA p~o~eca benefits earned to date,
a .... _

zo o
employees hired under a public plan have the right m

io~o aoao uno zogo xo5o info

. earn beuefi~s as long as iheSr employment mntinoes.~ Severe. Authors' calnJatione firm CRR PIED (ioo9), va*1- _
Thus, the PBO, which includes the effect of lutum w. ~~~~ ~~~,~~ reports, and anuanal valmtions.
salary increases on the vabie ofpensiov rigFts already -- ----

tamed by active workers, seems' like the ronect mea~

sere oFlialriliTy.~
As shown in Figure a, by zoao the projected The gnaanfied vamre oC public plevs' bevefits-

anm~al obligations behind the PBO for public plaiss Isecause the sponsor cannot skint dowv the plan for -

are siguifican9y gieatu than [hose Uehind the ABO, avren[ parficipants-also means that the obligations

whichmakes no allowance for plans additional nbli~ ofpublicpension plans should be dismvvted ata

garions resulting from rising salaries 3n the future. riskless rate of interest, which typica➢y is below the



FIGURP 3. YICI O ISO MATORISl RAi1S Of D~FFffiETY

hs~as, 2000.2009

~~

~~ A ge rcpond ~t dm~nidis ui nit ~ _.

— AAA mrpora[e bond

Treaanry bond,ao-yezl

Sixreand local ftlpal bond,to-~eae
_. __

:000 o y voo6 ~ooy

Sourns: U.S. Federal Resceve (z000-zooq) and audmrs'

calculaHOiis 6'oro CRR PPD (zo aooq~.

yields that plans eYpectro earn on th eir investments

(see A3guxe g~. Phis discrepancy is the nub of the

conteove~ay?

VALUING LIABILITIES IN THE PUBLIC

S ECTORAT THE RISKLESS RATE

}or sponsors, imstees,.fidvciatiea, oz reg~ilators who

want m measure t}~e funded status oCa goivg mm

ce~v that will meet its obliga~ioos, the iiskless rate is

the appropriate discount late.`° Usivg the remm nn

the plan's assets, as GASB recommends, produces

mislcadiug results. The mturns on the bonds crud

stocks ro the p¢nsiov fund include p~emiume to

ravel the risk of holding,Yhese assets. DSscountix~g

pension bene6is usi~gthe e pected yield on these

secuxitles implies [hatthe enli~e yield is available ro

help pay future bevefits,.making no allowance for the

cost oEcepected losses, which is ~epiesented by the

risk premium. It olso suggests that a rise iu the risk

premium improves a plan's funded atatvs.

Standazd finandal throry suggests that fiimrc

streams of payment shmild be discounted a[ a rate

that ~eflecta their ~iskl' In [he case ofstaM crud lo-

cal pension plans, the risk is the vvicextaivry about

wheiherpayments will need ro be made Siam these

beneflt6 arc protected under most state Taws, [he pay

menu aze, as a p.actical matter, guaranteed. Consr

quendy, to assess accu~xteFy the status of a plan as a

gmng mnceiSi Il~at w➢1 meet ~t~ ~bligatimis warrants

dfsmuvting its stream oEfuture bevefits by the dsk-

fiee Intuest ate"

~u=_t what rate best representr 1}~e riskless' rare is

a subject of debate Reseae<he~s have la9d out mme

general chaiacren=_tics? The rate should reHea as

little risk as the liabilities [hemseJves, be based on

Fully taxable seainnes (because pevsion (und remms

are pmt subject ro taxi, and not h ve a premium (or

liquidity (because most pevtion Cund liablfties am

long teem ar~d do vot require liquid(ty),'^ Among

the ivterest rates quoted in finavdal markets, &pose

on'liea=_ury sea~rities come the doses! to reBec[ing

the yield ghat invesmrs require Eor getting a specific

suin of money in the Cuwre free of risk Cvirently.

the yield on 3o~ycar lieasury bonds, about 4 peicenl,

is likely less than [he risklcss rate due ~o the valuable

liquidity chcy offer inresm~s.'s 77ieref m, we would

suggest fnaeasing the cuvent rate by abrnrt one pec-

rentage point and using a vurribex of about 5 permnt

for aoo9.i6

Pfgm'e q shows whatliabili6es woiJd look hke

raider alMn~afive lability coocept~ and 3ukexes[ arcs.

In zoo9, the aggregam liability Coy [he sample of iz6

state avd local plans in onr database was S;.h M»~on,

calculated under the guida~~ce provided by GASB

zs —a PBO concept and a typical discount care of8

percent Assets in aoog Ecr these sample plans were

$z.~) trillion, yieldnig an unfunded liability of $0.7

hillioa U4~~ganskless discount ate ofg percent

raises public xecmr PBO liabilitles to $¢.9 trillion,

whidi yields au uvfm~ded Habiliry of $z.a tullion.

PIGVRL 4. AGGREGA]'k STATE ANA LOCAL PENSION

LIABILIYI' UNDER ALTI'RNATIVE DISCOVNT RATS

Assumvrmns, 2009
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Sourrc: Avthon calada6onx Gom CHft PPD.



Ali}iough the prese~i~ value ofplan s' ryromised

benefits depends on the choim oC t}~c dismun[rete,

the piomi~ed benefits themselves do no[ Whev the

teachers or firelighters anre, t}~ey will ge! the amount

talculated uvde~' [he ylan provivons, and how that

(umre amount is eepor~ed roday has no impact on the

oltlmate payment But the choice of discount rate

does matter for measurl~g the li~vded status of pen-

sion plans..

IMPLICATIONS Df A RISKI.E SS RATE

Valuing perosion liabilities using a eiskiess rate is of-

ten t}~ought m have a number of5mplicu Lions —some

valid and some not.'' One valid implication is that

suds a change would probably affect the attitudes of

government offibals and taxpayers toward 1ffictalizivg

plan provisions when plans appear to be more than

fiilly funded. One less valid imP~~tation is that c6ang~

ing the valuation ofliabili[ies would neccssa~iiy have

an enormous immediate impact on rewired annum

conhibutions. And a rotally invalid implication is t}~a[

the selec8on of [he drsmimt race ha any impliations

for appropeiate ixives[me~ts fo. public plans. 1'he fol~

lowing discusses ead~ of these poiNS in wx~.

PLAN DESIGN

Recognizing the risklnss nature of stare and local peu-

sion Habilitics could avoid the type ofbenefit libee-

alizationsthat rook place iv iheiygos, when many

state and local plans appeared cobs overLmded- Car

example, in X999, the California Public L~nplcyees'

Retire~venl System (CalPLRS) eepo~ted that assets

equaled rzR percent o(liabilitiu, and the California

legislature enhanced the benefits of both current and

fiimre employees. ll reduceU the retirement age.

increased benefit a¢rual rates, and shorcencd the

salary base fog benefits m the final year's salary.'K

ICCa1PERS]iablSfics had been valued'at the nxk-

lessrate, the plan would have Veen only 88 percent
fi~nded.'9 An accurate repm'ting nfbenefits m liabili-

ties would avoid this type of eepansion for airzent

employees. Similarly,anaccwatcacmuntingofli-

abilitles wmild increase f}~e incentive f<~r politldans m

make necessary d~annes iu retirement ages and other

provisions for new ernployees ro ~eElect the t$ct chat

Americans am living longer and hcalihiex lives.

PLFN FUNDING

It is generally agreed [hat ead~ gex~e~ation of taxpay~

ers should pay the full cost oC9~e puUlic services

it reserves'- If a e~orker's minpensatiox~ iududes a

defined benefit pension, the mei of the benefit earned

in that year (9ie vm~mal cost) should be ruognized

and funded. not deferred unW the pension is paid in

retirement'° The discipline oftnaking state a~U local

govemme~rs pay the annual costs also diemurages

govemxi~ents from awarding excessively generous

pensions in lieu of current wages."
Reducing the dismunc aM fimn abmrt K perrent

to y percent would cane the pruent value of benefits

and increase the employer's normal ws[ fiom about

7 percent to about ~5 peaen[ of payroll (asswning 4he

employer paid []iis fu➢ fnaement~." Since payrolls

account for about z8 percent of state and local bud-

geis, io normal times. die ina'ease would be signifr

cant, but manageable Higher normal wst payments

will ensure [hat adequate ceeerves are put aside (oe

fiday's workea.
Staten and localities also have unfunded pen-

siov obligations because either x) they did not put

away money al the time the benefits were earned

or provided benefits rehoactively; or z) the valve of

plates' assets dropped uneapectedty. The cost of these

unflmded liabilities also needs N be dishibuted iv

s'mne equigblc Cashion. As discussed above, with no

dmnge in the amortization period, [he adoption oFa

5'Pcecexit discount rate would increase the unfunded

liability from So.y Million m $z.z billion and thereby

mbslanlially increase the required amortSZatiou

yayment Nvi, in reality, what would such a change

mean? Under currcni circumstances, states and

7ncilities are xmt in any position m double of triple

their contnbutians. Therefore, implementation of

any chav~e would 4~avc m wait until the economy and

markets iewver. Moreoveq changing the diecomri

rate wouM }~a~e m be wnsidered by [he community

ofacNan ~, acrouutanis, and sponsors in Die wntevt

o(other d~anges, such as perhaps exrendivg the

iorfizaHOn period fmm 3o ro po years.'' That is,

an increase 9~ the rricasui~e of thz unfunded 1'~ablity

need not aulomaticaliy trayslare inro an ~mrnedia[e

and inrolerable increase in amival a~noiYizacion pay

menls Lor slates and bcalities.



PLAN INV[STM[NTS

i'he choice o(a discount ra{e Coy valui~gliabilities'

does not limit the selection oCa plan's users. T}~is

view conflicts with those who contend Iha[ not only

should Iiablities be dismox~led by the nsklaas rate,

brit also that public plans :hmild not be invested in

risky assets. Thcy azgve shat higher ass~imc-0xemms

allow taxpayers today m mekc lower mnhib~fions

IfiFe anfibpatcd remms do not materialize, assets

wi11 be inadequate xnd fiiNre taxpayers will be on

the hook to make up the difference.''< So proponents

of tliis argument wntend that plan spayso~s should
invest roily ui risktess assets.

The problem wftl~ this argument is that itasswnes

a most extreme degree of dsk avereioxi. ICsponsors

oEpublic plans wem averse to alI risk, [hey would
require the pension F rids m hold only T.easury secu~

rides. evt when sponsors are willing m take at leas[

as much risk as the aveage invesmr, the p~emi~ams
on bands and stocks cover their cost ofholdiug these

inveshnents.
If sponsors oCpublic plans are more willing and

able m beat risk Than the average fnvesm~ — beause

they are perpeNal entities and have the power m tax

—then the premiums on crocks and bonds will expeed

Uie risk premiums they regvixe 'This "surplus" re~
coral mdvices taxpayers' net cost of paying future pev-

5ion liabilities. Thal is, the value of stocks and bonds

to the pensiox~ funds exceeds their make[ value by
an amount reflecting the present vahie of this surplus

retum.'s
VV bile discounting pension funds' liabilities by

the expected reh~ms on t}~eir portfolios ovecsta~es
their funded status, measures that ignore the surylvs
remm mull undcistate their (ended crams. Nev-

ee9ieless, adear understanding oCt}~e status of a
pensimi fund requires calculating die present value

oCliabili~ies using the nskless rate. It also requites

the elicit aesessxnent of sueplus reNme, mvsid-

eringtheir size, tSm3ng, and risks. Plans can then
adjust l6eir funding ztraregies m ~e13ec1 hue surylus
rewv~s. One possible adjushriuLL is m aim Fox less

ilsan ioo~percent funding. Y'he point here is Heat if

pension funds hold only riskless assets, they canmt

cam a surplus xemm.

CONCLUSION

The argument is compelling Thal the liabilities oC pub

lic pensov plans, which are guararueed under =_2te

law, should be disccuuted by a late tliat reflects their

eukless vamrc. Suds a d~ange would produce a large

number. Liabilities would rise f[om 83.q trillion to
$q~ trillion, and with $a_~ tnllfnn of assets on hand,

unfunded linblitics wrould rim fi'om $o_~ tnlGan ro

Sza billion.
W}~at diffemncc does suds a d~ange makc? YiM,

a more realistic measvrc ofthc funded slams of the

glans would deter plans Gcxn oIIuing mme genex-

ous benefits i~~ response m sipposed excess assets_
Second, 3t would increase the regiured payment fm

nom~al costs, which wouldhave an imviediafi, but
manageaUle impact on the budgetr of states and

localities. In terms oCihe amorHZa6on peyments, a

change in the discount rate will increase the amount

m be amortized, 6vt the tiu~ivg of [he payments is

a policy decision. Pi~ally, dSSCUUntivg bya ~iskless

rate does not imply that plans should hold only risk

less assets. Managers of state and local plans mould

continue m ivvut in equ5nes and o1Ler risky assets.

Ifthe retun~s on these assets asemble theirloe~g-run

hisrocical performance, plans' vnfuvded liabilities
would be paid ollmore quickly than anticipated, as

the gainE on their assets e:med the cemms on Trea~

sure securities.
Resolving the discoun4rate debate would increase

the ronGdence ofpdvate sector observes in the re~

;ports of stacc and local pension funds.



ENONOres

r 1'he concept used by the P6GC is"cuemutluhlti-

tSes," whkh differs from the ABO in two ways'. [first,

it requires a specific mortaliTy taUle and, second,

i[ mandates that the discount gate be a Cour-year

weighted average of the 3o-year Treasury ate (McGill

et al.. zoio).

z LRISA and the Internal 2evenue Code (7RC) rr
quiie plan sponsors [o report Cunding in Co~mation rn

the Depaetment of Labor, tl~e PBGC, and the Ivmrnal

Revevue Service (IRS; the agencies develop a joint
report form ggoo.

The IRS publishes in~exest rates. which, in the

wake oE[he Penslo~ Protection A<t of zoo6, m~sist

of segment ~a[es [e reflect the timing of the plan's

liabilitirs. 'Ihe xmmbe~s repo~red in the table ai'e the

weighted average for these segments.

q Financial Accounting Standards Board (FA56) 8y
allows plans ro d~oose a diacowv rate fmm mnong

several corpumte bond measures.

9 Statement a9 is ri9ed "Fivmaia7 Reporting fnr ba

fined Benefit Pension Mans and Note Diedosu~es Eor
Defined Contribution Plane." Statement a~ is titled

"Aao~nting for Pensions by State avd Local Govem-
mental Ernployea." Tlie provisim~s nfGASB as and

a9 became effective dune ~S, ~qg6.

6 NaYicnal Conference nn RiUlic Employee Reti~e-
.n~. [Systems (zo~o~.

9 StefFen (zoo Q. Assuming that e~npioyeis are corn
sti[utionally boned (corn changing all benefit prwi~

sions slighHy overstates tl~c ~iskless vamre of p~~blic

liabilitiee, since some states and bcallties caxi alter

the Cosbof-living Adjpstrnent (COLA) that they gYant

beneficiaries from yeaz [o yeah Howeveq a survey of
the ia6 plans in t}ie CRR PPD shows that plans ofCer~

tug ad hoc COLAs account4o~ only zo peecent of ag~
gregate aca'ued liability. Discmmting ad hoc COIAs

a[ 8 pesent, rather t}~av the risk-C~ee gate, does no[
sigr~ific~ntly alter [he percent increase in liabilities.

8 77iis assessrnent diAe~s from that of Brown and

Wilcox (zoo9~, Nory-Marx and Rauli (zooga~, and

Bnlow (ig8z), who azgue [ha[ the A603s the pm

feaed concept because rtyuts pension acemals on the

same basis ~ wages and salaries.

9 Por more detail<, 3ec Bmrmcr ~zoo8); Rader and

Gold (zoo3~; Gold and La[tei (zoo8~; No~ry-r9a~x and

Rauh (aoogb); and Anmtt (zeo5).

io Foc example, reguiarors do not mark down the
value of banks' and insuance mmpanSes' 1iabJities

when risk pm~niums dse To do so would oveatace
their solvency. this logic is behind Rfggs' (aom)

=_e oloptions m oieasure plans' funded stains. 'Yt~e

optiovs Eonn~la diswmrts a plan's obligations at the
riskless rate.

n to ecovomics and finance, the analyss of c}~o7~e

under once~tainty identifies the dismvv[ rate for
riskless payoffs with [he *i.skless ram of interest See
Collier (aoo~) and Luenbe~ger (i9y9). This ~o~re~
spondence underBes much ofthe cuxient theory and
pafice fnr the pridnp ofl'iky assets and [he settiv~

of risk premiums. See Sharpe. Alexandeq avd Bailey

(zoo3~; Bodie, Merton, avd Cheemn (aoo8~; and Be~~~

ninga (e.00S).

tz Such an approach has been adopted by other

public or semi-public plm~s. The Outaxio Teachers'
Pens9on Plan aooq 2epmt used a discount gate in the

financial valuation of q.6 percent, which was equal

to the yield oElong-~ern~ Government of Canada Real

Return Bonds, plus o.5 perce~~t, plus the assumeU Sn-
flaHOn gate. Ix~ the Netherlands, laSr value acmu~ting

far defined benefit plays hoe replaced the laditimal

acNarial approach (Ponds avd van Riel, aooy~.

~q Biown and Wilcox (zoo9).

cq Nwy-Marx and Rauh (zooga) employ a state
specific taeable ~nuvicipal bond ate hosed ox~ the zero

coupon municipal bend curve 'their rab'onale5s that

states are equally likely ro default on than pevaion

obligations as ou theta other debt

xg The;o-year'I}easury constant maturity series was

disconfinued o~~ Febmary ~8, zooz, and re~Sntmduced

on pcbmary g, zoo6.

i6 Ag-percent rare is also consistent. for example,
with a nskless real am of z.y percent and an inflation

rate oC z.~ percent.

x7 In addition m the reasons discussed below, using

a ~iskless rate may discourage the use oC pension
obligarimi Ands and reduce the incentive to invest iv

riskic~ assets 10 reduce the size oCtlie liability.
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APPENDIX A:METHODOLOGY FORCHANGWG TN[DISCOUNT RATE AND

MoviNC Feonn PBO TO A80

To cmivert the PNO liability reported in plans' annual reports [o an ABO Iiability~ and to change the discount

rare assumption, we set up a model t}~at projects [he level of<vrrendy accrued benefi[c that state and local em-

players will need to pay in the fuh~re Tv do tts, we calailate expected accrued benefits fog both active ~vorkes

and retirees. "The acmied benefit is a fiustion oCa wo*ker'a salary and accrued service

E(occiveA ber~efiq=f(semice. salary)

Acataed senice depevds on age, and saiaxp depends oi; either age alone or age and projected mtal service,

depending ou whetlier the 7iabiliTy beinp~ calculamd is an ABO or a PBO. Using agc-servicrsalary mattices

pmvlded iv the a.00q amival i'eporis and attuaeial valvatimis oC~he ~o largesA pension plans, we are able m de-

terzviue both the average accrued =erv3ce of active e~vployees fn different age Ueackets and tUeir average cvemnt

salaries. The A80 equals:

E(aca ued burvefit~g~) ':g%*accrued -e we~cu.~rent salary

following the benefit formula used Uy most state and 1oca1 pension plans. Converting this ABO ton PBO

?squires assumptions about (uL~re salary ~+rowth. Plans' annual reports provide projections oC furore wage

~xowth Cox active employees of diffemnt ages as ne➢ as sepaiafion pxobabiliYiee. The foxmida for expected

kermination salary thus beccmes

Y~tem[inotioia salary)= ~"'°en[r ivnge "tyems urd4l retiremerir * proha}~ility ofrennaininga ~
salary growth yublir. emp4oyee until rPti~rient

The PBO can be calnilated ar

E(bertefit~.o~ - z s% ~'= aw ued service * tenriinaliori solmry

L~adi individuaPs expected Uevefit is mvhiplied by the ninnbex ofacHve c~nployees iv each age liracket to get an

aggmgaN yearly benefit ghat i~s paid by the employer from the year the employee retires vnlil death.

Refired woYkers are treated slighfly difFerenBy than actives. Based on t]ie CRR Public Pension Database

jPND), we know [he total level of Uenefits paid m retired employees iv aoo9 and the proportion ofthosc ben-

efiYS owed m retirees oCdi(ferent ages. We therefore assume tlia[ [he agg~ega[e yearly level ofbenefits received

byeach age group in aooq Ss chat group's aggregate ecpe~ted yearip benefit

The active and retiree benefits aze further enhanced by a 3pucen[ Cost-0SLivi~~g Adjuatmerit (COLA) eed~

yeas Finally, we use t}ie RPz000 mcrtaliry table used I>y most state and heal plans ro reduce the aggregam

benefit paid by employers each year Uy the probability that all the retirees of each age are still alive in that yeas

I'he result is a nominal stream of payments roved by state and local employers ro o~rzent employees and

retirees. ]he P60 stream fs normalized so that, discounted at plans' assumed inveshnent reh~i~i rate of 8 per-

cent, it equals the reported zoo9 agyn'egate liability of the iz6 plans in t}ie CRR PFD. The A80 stream is simi~

' tarty adjusted. With [6fs ~uodel, we can charge the discount race of t}~e liability by "rrinflaHng" the nom~alized

stream olbevefits by an S percent interest rate, and then re-dismnnting St using a different yield curve
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WAC 415-02-320: tiarly retirement factors. http://apps.leg,wa.gov/wac/defaulGUpx?cite=415-02-32a

WAC 415-02320
Early retirement factors.

(~) Wnatare early retirement factors9 Early retirement factors (ERFS) are used by the department to reduce a monthly
retirement benafl when that payment begins before the member has quali~etl for normal retirement based on age and service.
This reduction ofiaets the cost to the plan of paying the rtwnihly beneft for a longer time.

(2) In whet situations will the department uae an ERF?

(a) the department will use an ERF to reduce a monthly ~enefl in any of the following situations, subject to the law governing
your plan, and subject [o the exceptions in (b) of this subsection:

(i) You choose to retire early.

(ii) You retire due to a disability before you are eligible for normal retirement.

(iii) You the before you are eligible for normal retirement, and your 6eneUCiary is eligible for a monthly benefit.

(b) M ERF is not used in the following circumstances, although another method may be usetl to reduce benefits as required by
the laws governing each plan:

(i) You meet your plan's requirements for "alternate early retiremenC';

(ii) You meet PSERS requirements for "early retiremenT';

(iii) Vou retire for service or tlue to a disability, from PERS Plan 1 or TRS PIan9;

(ivj You are a member of LEOFF Plan 1;

(v) Vou retire tlue to a tluty-related disability from LEOFP Plan 2;

(vi) You retire due ro a disability or the before retirement Gom WSPRS Plan i; or

(vii) Vou retire due ro a disability imm WSPRS Plan 2.

(c) The following table shows the law governing plans that use an ERF:

Early Retirement Disability Retirement Death Prior to Retirement

LEOFF Plan 1: WA WA WA

LEOFF Plan 2: RCW 4126.430 RCW 47.26.470 RCW 41.26.510

PERS Plan 1: WA WA RCW 41.40270

PERS Plan 2: RCW 41.40.630 RCW 41.40.G70 RCW 41.4070D

PERS Plan 3: RCW 41.40.820 RCW 41.40.825 RCW 41.40.835

PSERS: WA RCW 41.37.230 RCW 41.37.250

SERS Plan 2: RCW 41.35.420 RCW 41.35.440 RCW 41.35.460

SERS Plan 3: RCW 41.35.680 RCW 41.35.690 RCW 41.35.710

TRS Plan 1: WA WA RCW 41.32520

TRS Plan 2: RCW 41.32.765 RCW 41.32.790 RCW 47.32.805

TRS Plan 3: RCW 41.32.875 RCW 41.32.880 RCW 41.32.895

WSPRS Plan 1: RCW 43.43280 WA WA

WSPRS Plan 2; RCW 43.43280 WA RCW 43.43295

of7 4/19/2013 2:49 PM



WhC 415-02-320: Early retirement 6ctors. http://apps.leg.wa.gov/wac/defaWtaspx?cite=415-02-320

(3) How does the d¢paNment tletermine the number of years on which to base the ERF7 The calculation varies among
plans'.

(a) ERFS are based on the number of years beNUeen the age at which you retire, or die, and the age at which you woultl have
qualified for normal retirement basetl on age antl service.

Example -early retirement: Santly, a PERS Pian 2 member, applies far retirement at age 58 years antl one month with a total of
21.it years of service. Her everege foal compensafon (AFC) Is $3,500.00.

PERS Plan 2 provides for two percent (.02) of AFC per year of service. A PERS Plan 2 member must be age 85 to retire with
an unreduced benefit (i.e., normal retirement), but is eligible to retire with an actuarialry retlucetl beneN (i.e., early retiremenQ at
age 55 with 20 years of service credit.

The difference between Sandy's age now (56) and the age at which she woultl have qua~iFetl for normal retirement (age 65) is
8 years and ti months. The corresponding ERF is 0.3987. Therefore, the tlepartment will multiply Santly's AFC of $3,500 x.02 x
21.11 (service credit years) x 03987 (ERF). Santlys monthly retirement beneft will be $589.16.

(b) WSPRS Plan 2 only: Tha ERF used ro calculate your survivor's monthly benefit if you the before retirement is based on the
number of years between the age at which you die antl age fifty-five (55) or when you could have atlained twenty-five (25) years of
service, whichever is less. See RCW 43.43295.

Example -early retirement: The survivor beneft, in this example, will also have a reduction applied for 100 %joint and survivor
option, based on the tliNerence between John's age antl his survivoYS age.

John, a WSPRS Pian 2 member dies prior to retirement. John is age 40 antl has 15 years of service at the time of his death.
John's Average Final Salary (AFS) is $4,000. John's surviving spouse is also age 40.

Since John would have attainetl 25 years of service before he woultl have attained age 55, the ERF used to calculate his
survivor's benefit will be based on the 10 years it would have taken him to reach 25 years o(service. The corresponding ERF for
10 yeas early retirement is 0.403. The corresponding joint and survivor (J&S) factor that will also be applied to the beneft Is
0.689.

Therefore, the department will multiply John's AFS of $4,000 x .02 x 15 (service cretlit years) x 0.4W (ERF) x 0.889 (J&S).
John's survivor will receive a rtwnthly beneft of $429.92.

(c) TRS Pian 1 only: The ERF used io calculate your survivor's monthly benefl if you die before retirement is based on the
number of years between the age at which you die antl the age ai which you would hav¢ first become eligible to retire antler RCW
41.32.480. See RCW 41.32.520.

Example-death before retirement: Robert, a 56 year-old TRS Plan 1 member, died April 1, 2008, with 23.17 years of service
cretlit. His AFC is $3,171.74.

TRS Plan 1 provides an unretlucetl beneft (i.e., normal retiremenQ al age 55 with 25 years of service credit.

Robert's wife, Karen, will receive an actuarially reduced benefit basetl on the data Robert would have first quelifed for an
unretluced benefit (i.e., normal retirement). if Robert had continuetl in service, he would have met eligibility requirements in one
year antl 10 rcwnlhs, when he eernetl 25 years of service cretlit. The ERF for one year and 10 months is 0.6410.

Karen's monthly benefit will be futlher reducetl by the Op(ion 2 survivor factor, which is basetl on the age tliRerence behvaen
her and Robert. Karen is age 58, two years older than Robert. The Op(ion 2 survivor factor fora beneTCiary two years older is
0.918 (see WAC 415-02-380(12)).

The department will multiply 23.17 (Robetl's service credit years) x.02 x $3,171.74 (AFC) x0.6410 (ERF) x 0.918 (the Option 2
factor). Karen's rtronlhly beneft will be $1,134.73.

(4) Table ~ This table contains the eatly retirertrent factors (ERFs) for members who retire from active service in PERS Plan 1,
TRS Plan 1, entl WSPRS Plan 2. The ERFS are effeIXive September i, 2070.

Yrs Month Month Month Month Month Month Month Month Month Month Month Month
Early
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0 1 2 3 4 5 6 7 8 9 10 11

0 1.0000 .9924 .9848 .9772 .9696 .9620 .9544 .9468 .9392 .9376 .9240 .9764

1 .9090 .9022 .8954 .8886 .8818 .8750 .8682 .8674 .8546 .8478 .8410 .8342

2 .ffi70 .8209 .8146 .887 .8026 .7965 .7904 .7843 .7782 .7721 .7660 .7599

S .7540 .7465 .7430 .7375 .7320 .7265 .7210 .7755 .7100 .7045 .6990 .6935

4 .6860 .6830 .6780 .6730 .6680 .6630 .6580 .6530 .6480 .6430 .6380 .6330

5 .6280 .6235 .6190 .6145 .6100 .6055 .6010 .5965 .5920 .5875 .5830 .5765

6 .5740 .5698 .5656 .5614 .5572 .5530 .5488 .5446 .5404 .5362 .5320 .5278

7 .5240 .5203 .5166 .5729 .592 .5055 .5018 .4981 .4944 .4907 .4870 .4833

8 .4800 .4767 .4734 .4701 .4668 .4635 .4602 .4569 .4536 .4503 .4470 .4437

9 .4400 .4369 .4338 .4307 .4276 .4245 .4214 .4183 .4152 .4121 .4090 .459

10 .4030 .4002 .3974 .3946 .3918 .3890 .3862 .3834 .3806 .3778 .3750 .3722

11 .3690 .3665 .3640 .3675 .3590 .3565 .3540 .3575 .3490 .3485 '.3440 .3415

12 .3390 .3367 .3344 .3327 .3298 .3275 .3252 .3229 .3206 .3183 .3160 .3137

13 .3170 .3088 .3066 .3044 .3022 .3000 .2978 .2956 .2934 2912 .2890 .2868

14 2850 .2831 .2812 .2793 2774 .2755 .2736 .2717 2698 2679 .2660 2647

15 .2620 .2603 .2586 .2569 .2552 .2535 .2518 .2501 .2484 2467 2450 .2433

i6 2410 .2393 .2376 .2359 .2342 .2325 .2308 .2291 2274 2257 2240 2223

77 .2210 .2795 2180 .2165 .2150 .2135 .2120 .2105 .2090 .2075 2060 2045

18 .2030 .2017 2004 .7991 .1978 .1965 .1952 .1939 .1926 .1973 .7900 .1867

19 .1870 .1857 .1844 .1831 .1818 .1805 .1792 .1779 .1766 .1753 .1740 .1727

20 .1710 .1699 .1686 .1677 .1666 .1655 .7644 .7633 .1622 .1811 .1600 .1589

21 .1580 .1569 .1558 .1547 .1536 .1525 .1514 .1503 .1492 .1487 .1470 .1459

22 .1450 .1440 .1430 .1420 .1410 .1400 .7390 .1380 .1370 .13fi0 .1350 .1340

23 .1330 .1322 .1314 .1306 .1298 .1290 .1282 .1274 .7266 .1256 .1250 .1242

24 .1230 .1222 .1414 .1206 .1198 .7190 .1182 .1174 .1166 .1158 .7150 .1142

25 .1130 .1123 .1116 .7109 .7102 ,1095 .1088 .1081 .1074 .1067 .1060 .1053

26 .7040 .1037 .1034 .1031 .1028 .1025 .1022 .1019 .1016 .1013 .1010 .10D7

27 .100 .1000 .1000 .1000 .1000 .1000 .1000 .1000 .1000 .1000 .1000 .1000

28 .1000 .1000 .1000 .1000 .1000 .1000 .1000 .1000 .1000 .1000 .7004 .1000

29 .1000 .100D .1000 .1000 .1000 .1000 .1000 .1000 .100 .1000 .1000 .1000

yp+ .ipOD .1000 .1000 .1000 .1000 .1000 .1000 .1000 .1000 .1000 .7000 .1000

(5) Table -The following early retirement factors (ERFS) for PERS Plans 2 antl 3, SERS Plans 2 antl 3, and TRS Plans 2 antl
3 are effective September 1, 2010.
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Yrs
Earry

Month

0

Month

1

Month

2

Month

3

Month

4

Month

5

Month

8

Month

7

Month

8

Month

9

Month

10

Manth

11

0 1.0000 .9913 .9826 .9739 .9652 .9565 .9478 .9391 .9304 .9217 .9130 .943

1 .8960 .8884 .8808 .8732 .8656 .8580 .8504 .8428 .8352 .8276 .8200 .8124

2 .8050 .7983 .7916 .7849 .7782 .7715 .7848 .7561 .7574 .7447 .7380 .7313

7 .7240 .7180 .7120 .7060 .7000 .6940 .6880 .6820 .6760 .6700 .6640 .6580

4 .6520 .6467 .6414 .6367 .6308 .6255 .6202 .6149 .6096 .6043 .5990 .5937

5 .5880 .5833 .5786 .5739 .5692 .5645 .5598 .5551 .5504 .5457 .5410 .5363

6

~

,5310 .5268 .5226 .5184 .5142 .5100 .5058 .5016 .4974 .4932 .4890 .4848

7 .4810 .4772 .4734 .4696 .4658 .4620 .4582 .4544 .4506 .4468 .4430 .4392

e .4350 .4317 .4284 .4251 .4218 .4185 .4152 .4119 .4086 .4053 .4020 .3987

9 .3950 .3919 .3888 .3857 .3826 .3795 .3764 .3733 .3702 .3671 .384a .3609

10 .3580 .3553 .3526 .3499 .3472 .3445 .3418 .3391 .3364 .3337 .3370 .3283

11 .3260 .3235 .3210 .3185 .3160 .3135 .3110 .3085 .3060 .3035 .3010 .2985

12 .2960 .2938 .2916 .2894 2872 .2850 2828 .2806 .2784 .2762 .2740 .2718

13 .2690 .2670 2650 .2630 .2610 .2590 2570 .2550 .2530 .2510 2490 .2470

14 .2450 2432 2414 .2396 .2378 .2360 2342 .2324 2306- 2288 .2270 2252

15 .2230 2274 ,2198 .2182 .2166 .2150 .2134 .2118 2102 .2086 2070 .2054

16 .2040 .2025 2010 .1985 .1980 .1965 .1950 .1935 .7920 .1905 .1690 .1875

77 .1860 .1846 .1832 .1818 .1804 .1790 .1776 .1762 .1746 .1734 .1720 .1706

18 .1690 .7678 .1666 .1654 .1642 .1630 .1618 .1606 .1594 .1582 .1570 .1558

18 .1550 .1538 .1526 .1514 .1502 .1490 .1478 .1466 .1454 .1442 .1430 .1418

20 .1410 .1400 .1390 .1380 .1370 .1360 .1350 .1340 .1330 .1320 .1310 .1300

21 .7290 .1261 .1272 .1263 .1254 .1245 .1236 .1227 .1218 .1209 .1200 .1191

22 .1180 .1172 .1164 .1156 .1148 .7740 .1132 .1124 .1116 .1108 .1100 .1092

23 .1080 .7074 .1068 .1062 .1056 .1050 .1044 .1038 .1032 .7026 .1020 .1014

24 .1010 .1009 .1008 .1007 .1006 .1005 .7004 .1003 .1002 .1001 .1000 .1000

25 .7000 .100 .1000 .1000 .1000 .1000 .1000 .1000 .1000 .1000 .7000 .1000

26 .1000 .1000 .1000 .1000 .100 .1000 .1000 .1000 .1000 .1000 .100D .1000

27 .1000 .1000 .1000 .1000 .100 .1000 .1000 .1000 .100 .1000 .1000 .1000

28 .10D0 .1000 .100 .7000 .1000 .1000 .1000 .1000 .1000 .1000 .1000 .1000

29 .1000 .1000 .1000 .1000 .1000 .1000 .1000 .1000 .1000 .1000 .1000 .1000
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30+ .7000 ~ .1000 ~ .1000 ~ .1000 ~ .1000 ~ .1000 ~ .1000 .7000 ~~~00 .1000 .1000 .7000

(6) Tabl¢ -The tollowin9 table contains early retirement (actors (ERFS) for members who do not retire from alive servirs in
PERS Plen 1, PSERS Plan 2, antl WSPRS Plans t and 2. The ERFs ere effective September 7, 2070.

Yre
Early

Month

0

Month

1

Month

2

Month

3

Month

4

Month

5

Month

6

Month

7

Month

8

Month

9

Month

10

Month

17

0 1.0000 .9918 .9836 .9754 .9672 .9590 .956 .9426 .9344 .9262 .9180 .9098

1 .9070 .8938 .8866 .8794 .8722 .8650 .8578 .8506 .8434 .8362 .8290 .8218

2 .8140 .8075 .8010 .7945 .7880 .7815 .7750 .7685 .7620 .7555 .7490 .7425

3 .7360 .7302 .7244 .7186 .7128 .7070 .7012 .6954 .6896 .8838 .6780 .6722

4 .6660 .6608 .6556 .6504 .6452 .6400 .6348 .6296 .6244 .6192 .6140 .6068

5 .6040 .5994 .5948 .5902 .5856 .5810 .5764 .5718 .5672 .5626 .5580 .5534

8 .5490 .5448 .5406 .5364 .5322 .5280 .5236 .5196 .5154 .5112 .5070 .5028

7 .4990 .4953 .4916 .4679 .4842 .4805 .4768 .4731 .4694 .4657 .4620 .4583

8 .4540 .4506 .4472 .4438 .4404 .4370 .4336 .4302 .4268 .4234 .4200 .4166

9 .4130 .4100 .4070 .4040 .4010 .3980 .3950 .3920 .369 .3860 .3830 .3800

70 .3770 .3743 .3716 .3689 .3662 .3635 ,3608 .3581 .3554 .3527 .3500 .3473

71 .3440 .3415 .3390 .3365 .3340 .3315 .3290 .3265 .3240 .3215 .3790 .3165

12 .3140 .3118 .3096 .3074 .30$2 .3030 .3008 :2986 2964 .2942 .2920 .2898

73 2870 .2849 .2828 .2807 .2786 .2765 .2744 .2723 2702 2681 .2660 .2639

74 .2620 .2602 .2564 .2566 .2548 .2530 .2512 .2494 .2476 2458 .2440 .2422

75 .2400 .2383 2366 .2349 .2332 .2315 .2298 .2281 2264 2247 2230 2213

16 .2190 .2175 2160 .2145 '.2130 2115 2100 .2085 .2070 2055 2040 .2025

17 1010 .1996 .1982 .1968 .1954 .7940 .1926 .1912 .1898 .1884 .1870 .7856

78 .1840 .1828 .1816 .1804 .1792 .1760 .1768 .1756 .1744 .1732 .1720 .1708

19 .7690 .1676 .1666 .1654 .1642 .1630 .1618 .1606 .1594 .1582 .1570 .1558

20 .1550 .7539 .1528 .1517 .1506 .1495 .1484 .1473 .1462 .1451 .1440 .1429

21 .1420 .1410 .1400 .7380 .1380 .1370 .1360 .1350 .1340 .1330 .1320 .1310

22 .1300 .1291 .1262 .1273 .1264 .1255 .1246 .1237 .1228 .1219 .7210 .1201

23 .1790 .1183 .1176 .1169 .1162 .1755 .1148 .1141 .1134 .1127 .1120 .1113

24 .1100 .7093 .1086 .1079 .1072 .1065 .1058 .1051 .1044 .1037 .1030 .1023

25 .1020 .1018 .1016 .1014 .1012 .1010 .1008 .1006 .1004 .1002 .1D00 .1000

26 .700 .1000 .7000 .1000 .1000 .1000 .1000 .1000 .1000 .1000 .1000 .1000

27 .1000 .100 .1000 .1000 .1000 .1000 .1000 .1000 .1000 .1000 .1000 .1000
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28 .100D .1000 .1000 .1000 .1000 .100 .100D .1000 .1000 .1000 .1000 .1000

29 .1000 .1000 .1000 .1000 .1000 .1000 .1000 .1000 .1000 .1000 .1000 .1000

30+ .1000 .1000 .1000 .1000 .1000 .1000 .1000 .1000 .1000 .1000 .100 .1000

(]) Table -This t2ble contains the early retirement factors (ERFS) for members who retire Gom active service in IEOFF Plan 2.

The ERFS are effective January 1, 2010.

Yrs
Early

Month

0

Month

1

Month

2

Month

3

Month

4

Month

5

Month

- 

6

Month

7

Month

8

Month

9

Month

10

Month

17

0 1.0000 .9925 .9850 .9775 .9700 .9625 .9550 .9475 .9400 .9325 .9250 .9175

1 .9100 .9033 .8966 .8899 .8832 .8765 .8698 .8631 .8564 .8497 .8430 .8363

2 .8300 .8239 .8178 .8117 .8056 .7995 .7934 .7873 .7812 .7751 .7690 .7629

3 .7570 .7515 .7460 .7405 .7350 .7295 .7240 .7185 .7130 .7075 .7020 .6965

4 .6910 .6860 .6610 .676 .6770 .6660 .6610 .6560 .6570 .6460 .6410 .6360

5 .6310 .6265 .6220 .6175 .6730 .6085 .6040 .5995 .5950 .5905 .5860 .5815

6 .5770 .5728 .5686 .5644 .5602 .5560 .5518 .5476 .5434 .5392 .5350 .5308

7 .5270 .5233 .5196 .5159 .5122 .5085 .5048 .5017 .4974 .4937 .4900 .4863

B .4830 .4796 .4762 .4728 .4694 .4660 4626 .4592 .4558 .4524 .4490 .4456

9 .4420 .4389 .4358 .4327 .4296 .4265 .4234 .4203 .4172 .4141 .4110 .4079

10 .4050 .4022 .3994 .3966 .3938 .3910 .38ffi .3854 .3826 .3798 .3770 .3742

11 .3710 .3685 .3660 .3635 .3610 .3585 .3560 .3535 .3510 .3465 .3460 .3435

12 .3410 .3387 .3364 .3341 .3318 .3295 .3272 .3249 .3226 .3203 .3180 .3757

13 .3130 .3108 .3066 .3064 .3042 .3020 2998 .2976 .2954 .2932 .2910 2888

14 .2870 .2651 .2832 2813 .2794 2775 2756 .2737 .2718 .2899 .2680 2661

15 .2640 2622 2604 .2586 .2568 .2550 2532 .2514 .2496 .2478 .2460 .2442

16 .2420 .2404 .2388 .2372 2356 .2340 .2324 .2308 .2292 .2276 2260 .2244

17 .2230 .2215 2200 .2785 2170 .2155 2140 2125 .2110 .2095 .260 .2065

18 .250 2036 .2022 .2008 .7994 .1980 .1966 .1952 .1938 .1924 .1910 .1896

79 .1880 .1868 .1856 .1844 .1832 .1 ffi0 .1808 .7796 .1784 .1772 .1760 .1748

20 .1730 .1716 .1706 .1694 .1682 .1670 .1658 .1646 .1634 .1622 .1610 .1598

27 .7590 .1580 .1570 .1560 .1550 .1540 .1530 .1520 .1510 .1500 .1490 .7480

22 .1470 .1460 .1450 .1440 .7430 .1420 .1410 .1400 .1390 .1380 .1370 .1360

23 .1350 .1342 .1334 .1326 .1318 .1310 .1302 .1294 .7286 .1278 .1270 .1262

24 .1250 .1242 .1234 .1226 .1218 .1210 .1202 .1194 .1786 .1178 .1170 .1162

25 .715 .1143 .1136 .1129 .1122 .1715 .1108 .1101 .1094 .1087 .1080 .1073
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26 .1060 .1055 .1050 .1045 .1040 .1035 .1030 .1025 .1020 .7015 .1010 .7005

27 .100 .1000 .1000 .1000 .1000 .1000 .1000 .100 .1000 .1000 .1000 .1000

28 .1000 .1000 .100 .7000 .1000 .1000 .1000 .1000 .1000 .100D .7000 .1000

29 .1000 .1000 .1000 .1000 .1000 .1000 .1000 .1000 .1000 .1000 .1000 .100

30+ .1000 .7000 .7000 .1000 .1000 .1000 .9000 .1000 .1000 .7000 .1000 .1000

[StaWrory Authority: RC W 41.50.050(5). t0-16-086, § 415-02320, fled 7/30/10, effective 9A /10. Statutory Authority: RCW
47.50.050(5), chapter 41 45 RCW. 06-18-009, § 4 7 5-02 320, filed 8/24/06, effective 924/08; 02-18-048, § 415-02-320, flletl
8/28/02, effeMive 9/1/02.j

7 of7 4/19/2013 2:49 PM



EXHIBIT 3



http://www.watsonwyatt.corNscripm/printGie~dlyesp?ss=lreider&Reg...

1~Watson Wyatt 111SIC~@Cn;,~i,m-~.r~~

Lump Sum and Annuity Comparisons: More Than Meets the Eye

In all the recent hoopla about pensions antl tlisclosure, one concern has focusetl on whether employers are doing e gootl
enough Job of communicating the comparative value of tliflerent distribution options. It has even been suggested that some
employers tle~iberately withhold this information, hoping that employeae will elect "unsubsidized" lump sum distributions
insteatl of "subsitlizetl" annuity options. This is very unlikely, for at least two reasons. First, it overlooks the reason plan
sponsors provide subsitlies al alt—which is to make subsidized options more aHractive to perticipan~s, not less. Secontl, it
misstates the relative costs of provitling various annuity and lump sum tlisiribution options.

Determining Value and Comparing Costs

A number of key variables affect the wst of annuities versus lump sums. The two most important canaiderations are the
relationship between the federally mandaletl interest rele usetl to calculate lump sums antl the effected rete of return on
plan assets, and the degree of subsidy built into the different distribution options. When a participant receives a lump sum
distribution, the assets footling his benefit are removed from the plan immediately. But when a participant receives an
annuity, most of the assets funding the benefit remain in the plan, producing earnings and so reducing the benefYs cost.
This diRerence alone can make annuities e more cost-effective distribution option than a lump sum. even when the annuity is
subsidized.

Today, legally mandated interest retes used to calculate lump sum benefits are low enough to eRedively subsidize all lump
sum benefits, relative to their actual wst to the plan. To fgure out the current lump-sum value, the formula starts with a
target benetl~ and date and an interest rate. Using that interest rate, the formula then calculates the starting lump sum
required to attain the target benefit by the target date. The lower the interest rate, the higher the starting lump sum amount
needs to be, so that it wn grow into the target beneft by the target date. For e~mple, assume that a specific plan calls for a
lump sum fo be paid to a 55-year-old employee such that her beneft will be worth $70 ,000 when she reaches age 65. Piha
interest rate is 5 percent, the plan must pay the employee a Wmp sum of roughly $60,000. In other words, $80,000 growing
at a rate of 5 percent per year would equal roughly $100,000 in 10 years. If the plan assumes an interest rele of 10 percent,
the plan would only have to pay the employee a lump sum of roughly $40,000.

The statutory interest rete for determining lump sum benefis has ranged from 5.07 to 7.09 percent over the past four years.
It has recently been hovering around 8 percent, compared to the average plan earnings assumption of over 9 percent (as
reported in Watson Wyari'S Acwunting for Pensions and Other Poslretirement 8enefts survey). Requiring the use of such
wmparetively low interest rates to calculate lump sum distributions provides a winMali to participants, acWally enwuraging
participants to choose lump sums rather then annuities.

The degree of plan subsidy built into a benefit option also signifcan~ly affects its cost. A plan can provide different degrees
of actuarial reduction far early retirement, ranging fromfuli acWarial reduction to no reduction at all. Many plans provide
some artaunt of subsidy for early retirement, while others provide no subsidy at ail. Obviously, the richer the subsidy in the
plan, the more valuable the distribution option Is to the participant, and the more it costs the plan to provide the benefit.

Other factors that effect the relative cast o(lump sum and annuity options include:

•Employees' ages at retirement and the numbers and ages of employees choosing lump sums or annuities. While
these Factors won't affect the relative wst of any distribution option for an individual participant, they may affect
the overall cost of the options provided to all participants.
•The demographics of participants.
•Participants' personal health and their probable longevity.
•Administrative expenses involved in initiating, paying out and stopping annuity distributions.
•Paying PBGC premiums on behalf of annuity recipients.
Anticipated changes in future mortality, and the use of different mortality tables for determining lump sum
benefits and plan funding.

An Illustration

Assume that a traditional defined benefit plan subsidizes itsearly retirement annuity beneft by using 4 percent reduction
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factors for each year o! service before age 65, down io ege 55. That means that a~participant who rehires at age 55 would

receive 80 percant o! her normal retirement benefit. This is a potentially signiFlCent subsidy, since the acWarial equivalent of

a normal retirement beneft, using common actuarial assumptions, is usually between 37 and 48 percent oflhe age-65

beneft.

However, even ii the lump sum is based on the unsubsidized value of the tleferted normal retiremem benefl—not the

subsidizetl early retirement benelt—the annuity benefit may be more cosy-eHeclive for the plan. Fora 55-year-oltl paAicipant

whose annual normal retirement benefit is $20,000, the statutorily required lump sum beneft is $118,000. Her subsitlizetl

eatly retirement annuity benefit is $12,000 per year, which costs the plan $116,000. This cost re9ed5 various administrative

costs es well as anticipated earnings on plan easels.

Despite its significant subsitly, the early retirement annuity benef~ ws~s the plan less than the IumO sum, although it may still

be worth more to the employee. The relative costs of each distribution option will very with the paNCipanfs age at retirement,

but the annuity beneft will cost the plan less at every age. Comparisons of the relative wst and value of the different benefit

options to the plan and participant are compiicaletl by the parties' different tax status, with the plan's investment earnings

growing tax-tree, es opposetl to the after-!ex earnings of the participant's investments. If the participant lives his anticipated

life expectancy or longer, the subsidistl early re~i~ement annuity will probably be more valuable than the lump sum,

depending on the patlicipanfs spending pattern and invesimen~ pertormance. Though diKCUlt ro put a quantitative value on,

the annuity beneft provitles a steady re~iremanl income stream, efiec[ively disciplining the patlicipanfs refirertrent

consumption. The lump sum provides maximum Flexibility for the padicipanCS spending and investing, but terries the risk that

the participant rcay outlive the lump sum.

Even when an annuity benefit reFleIXS an extremely valuable subsidy, it often costs the plan less overall. For example, if the

statutory interest rate is 6 percent, the lump sum value of the deferretl normal retirement benefit is about the same as the

cost of a fully subsitlizetl (I.e., no reduction) eatly retirement beneft payable at age 8210 a male participant.

Legal Considerations

In addition to IRS regulations requiring that participants be provided information on the relative values of the different

distribution options available under the plan, N can be a breach of ERISA's fduciery duties it employee communications

concerning plan rights are misleading or inaccurate. However, there is no requirement that plans provide individualized

advice to patlicipants, such as by indicating the relative actuarial value of diRerent distribution options. Indeed, intlirating the

relative actuarial value of different distribution options raises potential liability implications for the plan and sponsor, as noted

in a 1997 court mling:

It would be inappropriate for [the plan sponsor) to advise padicipants as to the "value" of any particular option when Ihai

valuation would depend on the precise circumstances of each case. The "value" of an annuity overa Wmp sum tliRers

according to the personal circumstances of each retiree.... If (the plan sponsor] were to advise [a participant that an] early

retirement subsidy was more "valuable," problems of preference would arise.

Conclusion

An early retirement subsidy is only one of many factors that affect the relative cons of lump sum versus annuity benefits.

The idea that employere are encouraging participants io opt for lump sums in order to save themselves the cost of

subsidizing annuities simply doesn't make sense. Empioyere provide subsidies to encourage employees to choose annuRies,

which often have the win-win eRect of lower costs for employers and larger benefts for employees.

It is also important to consider both the value and the cost sides of the issue. Just because distribution options have equal

value to the participant doesn't mean they have an equal cost to the plan. Similarly, the fact that a subsidized annuity may

provide greater value to iha participant doesn't necessarily mean it costs the plan mare.

Copyright02009 Watson VvYatt Worldwide. All rights reserved.
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L@TTER OF "TRANSMITTAL

December 3, 2010

Retirement board of the Federated Ciry
Employees' Retirement Systcm
1737 North I" Sheet, Suite 580
San Jose, CA 95112

Dcar Members of the 6oazd:

At your request, we perf'ormed the June 3Q 2010 actuarial valuation of the pederated City
Employees' Retirement System of the City of San Josc (`System"). The valuation results
with respect to the Syrtem are contained in this report. The prim valuation was performed
by GaUriel, Roeder, Smith and Company.

The table below presents the key results of the 2010 valuation.

Table I-1

Summar of Ke Valuation Results

Valuatim~Dxte 6/30f2010 6/30/2009
Actuarial Liability (AL) $ 2,510,35ft $ 2,486,155

Actuarial Value of Assets (AV A) 1,729,414 1,756,588
Unfunded Actuarial Liability (UAI.) $ 780,944 $ 729,567
Funding Ratio -AVA 69% 71%

Market Value of Assets (MVA)* $ 1,512,802 $ 1,356,638

Pundii~g Ratio-MVA GO% 55%

Fiscal Yenr Endiug 6/30/2012 6/30/20ll
Member Contribution Rate 4.68°/a 4.88%"

City Confribution Rate

NormaiCost Rate 12]6% 1328% "~

UAL Rate 15.58"/0 12.47% ̂ '

Tolal City Rate 2834% 25.75%"

Total Contribution Kate 33.02 % 30.63 % '* ~

To LEI Conh'ibution Amount

-if paid aC the begimiing ofthe year $ 86,ft88 $ 84,787 °* ~

-if paid al the end oftlie year $ 93,795 $ 91359

ano~~ms ~» ~xousands

* Inclu Jes SRI3N Of $28,331 anA 519,]86 as of June 30, 2010 and 200Y respectirely

' Withom pbnse-in of mmriba~ion raics

USOTysons OoNevaed, 5u1h 1ID0,MCLean,VA 22ID1 Tel: ]03893.1Aifi (ax: J03.84i.1006 www.cheimnus
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At its November 2010 meeting, the Board adopted a policy setting the Ammzl Required
Contribution to be [he greater of [he dollar amount reported in the actuzrial valuation
(edjusted for interest based on the time of the contribution) and the dollar amount
AetermincA by applying the percent of payroll reported in the actuarial valuation to the
actual payroll for the fiscal year. For example, based on [his valuation report, the Annual
Required Contribution Cor the fiscal year ending Junc 3Q 2012 is the greater of
$93,795,312 (if paid 6/3U/2012) and 2834% of actual payroll for the period from July 1,
2017 through June 30, 2012.

• Unfurvded detuariul Liability (UdLf/Surplas: The UAL has increased by $51.4
million. 'Ihe primary cause of [his increase is [he invcshncnt experience during the
12 months ended June 3Q 2010.

• Funding Ratior The ratio of the actuarial value of assets to actuarial liabilities
declined since the last valuation from 71 % to 69%. The actuarial value of assets is
smoothed in order to mitigate the impact of investment performance volatility on
employer contribution rates. WiBiout the asset smoothing, the ratio of the market
value of asseu to actuarial liabilities increased fiom 55%to 60%.

Member ContriUufion Rule: The member contribution rate is s proportion of the
normal cost rate. in the prior valuation, [his rate was calculated using a disooun[ rate
of 7.75%, and the inercasc was phased-in over afive-year period. The memAer
contribution rate was 4.88%, while the phased-in member contribution rate was
4.54% [n this valitation, the Board's inteo[ion of phasing in the discount rate is
reflected by using a discount rate of 7.95%. Consequeirtly, the member contribution
rate increases f}om 4.54% to 4.68%. Under GRS' phase-in method, the rate was
anticipated to increase from 4.54%to 4.65%.

• Ciry Conddbution Rale: Like the member contribution late, the prior valuation report
calculated a city contribution rate using a discowu rate of 7.75%, but the increase in
contribution rate was phased-in over a five-year period. So, while the valuation
calculated a city contribution rate of 2595%, the phased-io city contribution rate was
23.18%. ]n this vnluetiu~, the Board's intention of phasing in the discount rate is
reflwted by using a disoount rate of 7.95%. Consegnen[ly, [he city contribution rate
increases from 23.18% to 2834%. Under GRS' phase-in method, the rate was
anticipated to increase fi~om 23.18 % to 23.96%. The additional increase to 2834 % is
primarily attributable to [he invesLnent experience. Because assets are smoothed and
the full investment losses from the last fiscal year have not been recognized yet, the
contribution rate is expected to increase Cor [he next tln'ee years assuming investment
returns are 7.95"/o per year and all other actuarial assump[io~s arc me[.

More details on the plan experience Pm~ the past year, including the changes listed above
and their impact on these June 3Q 2010 valuation results can be found in our report
which follows.

~+fEIRON



Board of Fldin inistration
December 3, 2010
Page iii

We certify Chat, to the best of our knowledge, this report is w~nplete and accurate and has
been prepared in accordance with generalty recognized and accepted actuarial principles
and practices which are consistent with [he CoAe of Professional Conduct and applicable
Actuarial Standards of Practice set out by the Actuarial Standards Board, and [hat as
Members of the American Academy of Actuaries, we meet the Qualification Standards to
render the opinion contained in this report. In preparing our report, we relied without
audit, on information supplied by the Depa~bnent of Retireme~[ Servires. ~fhis
information includes, but is not limited tq plan provisions, employee data, and fmAOCial
information.

Finally, iPs important to note [ha[ [his valuation, which was prepared using census data
and financial information as of lone 30. 2010, does not reflect any subsequent changes in
[he me~nbershiy profile and the investment markets,

Sincerely,
Cheiron

l-

Gene`~Iwarski, PSA, PCA, liA, MAAA William R. Hallmark, ASA, FCA, EA, MAAA
Consulting Actuary Consulting Actuary

{iiE1RON
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BOARD SUMMARY

The prunary purpose of this actuarial valuation is m repoi9, as of the valuation Aate, on the
following:

The financial condition ofthe Federated City Employees' Retirement System
Nast and expected n'ends in the financial condition of the System

• The Gmpluyer's contribution ra(c Tor the Piscnl Year Ending Junc 30, 2U 1 I, and
• Information required by the Govcmmcntal Accounting Standards Board (GA56).

In this Section, we preset n summary oClhe principal valuation results. This includes die basis
upon which the Jima 30, 2010 valuation was completed and an examination of the cun~enl
financial condition of the System. In addition, we present a review of the key historical 6'enAs
followed by the projected financial outlook for the System.

A. Valuation Basis

The Sys[cm's funding policy sets city contributions equal to the sum oC
• A pmlion (8/1116) ofthe Service Normal Rate (Regular Current Service Rate).
• The Reciprocity F2ete which is [ho prefunding of the liability for reciprocal benefits with

certain other California public pension plans.
• The Dcficicncy Ra[e which is the amortization of [he funding deficiency.

The Golden Handshake Rate which is the cost for funding the additional benefits granted
in the past to certain retiring employees.

Member contributions equal 3/I 1°i of the Service Normal Rate.

In ffic prior valuation, [he discount r&te was changed from 8.25 % ro 7.75%, but the impact of the
change on contributions was phaseA-in over afive-year period. We undersGmd that the board
had instead intended that the discount rate be phased-in over a fiv~year period. This year, the
board adopted a faster phase-in of the discount rate, 7.95 % in 20] 0 and 7.75% in 2011. As a
result, this valuation report shows a change in the discount rate from 7.75% l0 7.95%, but [he
contribution rates calculated in the report apply to the next fiscal year and are not phased in. In
addition, the changes in the wage inflalimi assumptions are similarly phased-in. The wage
inflation assumption is 3.90% for the 20]0 valuation end is scheduled to be 3.83% for the 201
valuation (as it was Cor the 2009 valuation). -

~raE$EZO~
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SECTION 1
QOARll SUMMARY

B. Current Financial Condition

On the following pages, we summarize [he key results of the June 30, 2010 valuation and how
they compare to the results' from the June 3Q 2009 valuation.

I. Membershiu:

As shown in 'Kahle I-2 below, total membership in Federated remained relatively level from
2009 to 2010. Active membership decreased 6.4%, [cnuinated vested membership increased
1.8% and retiree membership increased 6.2%. Total payroll decreased by 6.9%, and the
average pay per active member decreased by 0.5%.

T a 61e 7-2 ~ _---~ ~ —~--~~—~'-

Total Membership
Item June 30, 2010 dune 30, 2009 %Change

Active Counts 3,818 6,099 -6.A%
Terminated Vesteds 732 719 I.R%
Retirees 2,472 2,308 7.7
13ene8ciazies 428 412 3.9%
Disabled 2I1 210 0.5%

7,661 7,728Total Cdy Members -0.9%

Active Member Payroll $ 300,811,765 $ 83,020,387 -6.9%
Average Pay per Active Member 7g,7gg 79,191 -0.5%

2. Assets and Liabilities:

Table I-3 on the following page presents s comparison between [he June 3Q 20]0 and Tune
3U, 2009 assets, liabilities, UAL, and funding ratios.

The key results shown in "fable 13 indicate that the total actuarial liability increased 1.0%
and [he market value of assets increased Uy ] 1.5%. The System employs an asset smoothing
method which dampens inves6ne~~[ market volatility. Fm' this year the smoothed value of
assets (called the actuarial value of assets) decreased by 1.5°/u. Finally, the overall funding
(actuarial value of assets less acwarial liabilities) deficit increased fmm $729.6 million to
$780.9 millioq resulting in a decrease in the funding ratio fYom 70.7% to 68.9%. Based on
the market value of assets, the funding ratio increased from 54.6% to 603%.

_~-HElF2CiP•e
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SECTION i
BOARD SUMMARY

fable I-3 ---̂ ._.

Assets & Liabilities
Item (EAN) June 30, 2010 June 30, 2009 % Chao ~e

Actives $ 1,005,(59 $ I,U93,041 -8A%
Terminated Vesmds 85,904 92,348 -7.0%
Re~iiees 1,271,310 1,159,499 9.6%
6enefleieries 81,931 77,423 5.8%
Disabled 65,SS4 63,844 2J%

2,510,358 2,486,155Total ACmarial l,iabiliry 1.0°/o

Market Vzlue Assets $ 1,512,802 $ 1,356,638 11.5%
Actuarial Value Asseiv $ 1,729,414 $ 1,756,588 -1.5

Unfunded Acwarial Liability $ 780,944 $ 729,567 7.0%

Funding Ratio - Markel Valuc 603% 54.6% 5.7%
Fundin Ratio - Actuarial Valuc 68.9% 70.7% -I.8%

Amoun/v In /h0113PnOs

3. Contributions:

Table 1-4 shows sources for the change in the net employer contribution rate fi~om the rate
(prior to phase-in) [hnt was calculated in [he prior report. The contribution rate increase is
primarily attributable to the additional amown recognized in the actuarial value of assets due
to the 2008-09 investment oxporienec. The phase-in and I-year lag of contribution rates also
causes an increase under the asswnp[ions and methods used in the prior valuation. The
reduction in rates due to the assumption changes is Also a rotlection of changing from
phasing in the contribu[ioo rates in the last valuation icport to phasing in the change in
discount rate in this valuation repoil.

Tahle 7-A
Contribution Kate Reconciliation

ray
nbrmnl Udl 7ohJ❑em MemLer To41

I~FV 2611 Cunmbmion Kam 4R%% 13280 12 J'i% 25.75% 30.61%
2 Change ~vo to inveaoneni loss 006% 6.40% 303n 3.03% 3.03%
3 Change due m moral vs. cxpemed aanmLmlo~s° 0.00% 0.00% 0.81 % 0.61 % 0.81
n cn~~~r a~~~mnemorr vi,~<~xp~~~~~~ -o.azi -o.ani a.a9i o.asi o.a3i
i Chonye Anew assumption chnn6e -0.18% -O.AB% -132% -L90% .1.68%

4.68% 15-5%0 2%3Jofi PY 2012 COnmbuUOn Rete 1276% 33A2%
'lGUtlimiyulnemmu m .f eJ0.JtY4 ~hirvmi4e ennyear lap ~mmm~ibe rolrrailon Ame rind eponLydv¢oJuuvl6ntlon rnn+

0/~~+UUN% ilne m ~hry d[/Juruu¢. ~momn animlmJeme~rW pol'rul/

In Section IV of this report, we provide mm'e detail on the development oL Ibis contribution rate.

~,b I-felRO~l
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SECTION I
BOARD SUMMARY

C. Historical Trends

Despite the fact that most of the attention given to the valuation is with respect to the most

recently computed unfunded acwarial liability, Tending ratio, and the System's contribution

rates, it is important to remember that each valuation is merety a snapshot of the long-term

progress of a pension fund. It is more important [ojudge a current year s valuation result relaeive

to historical trends, as well az trends expected into the futwe.

In the chart below, we present the historical trends for assets (both market and smoothed) versus

actuarial liabilities, and also show the progress oFthe Funding ratios since 1997.

Federated Assets and Liabilities 1997-2010

The Ci[y of San Jose Federated Employees' Retirement System

43Ca!AComrial liability -ti-~Aasefs-SmoolLeJ -~~Aese[s elMerkct Vflh¢

H $3 -

m

$2 -

$1 VY i

$0 
e~.^

7997 1999 2001 2003 2005 200] 2009 2010

Markel Value ofdsaen prior m 1003 were nod regorted eepamtelyfor ~No Reiiremeni Benefits

~00~ 10PO 9M1 9(103 900E - 9(10] 91100 21N0

flmJed Ratio

UAU(Smphs)
(in mlllfon~

92.3 % 933 % 9&9 % 97.6 % 80.9 % %2.8 % 70.7 % 689

$ 56.8 $ 57.4 $ 122 $ 31.0 $ 326.9 $ 33RA $ 729.6 $ 780.9

-~+lEIR4N 4



- FEIIGRA'fCll Cl il'I;RIYI.O1'EF,S'RfTIRF.MLNT 54'STLM.
~.~ - ,=.:~: •. JUR[30, 2010 ACTliARIAL VALUATION ....` .

SECTION I
BOARD SUMMARY

The previous chart indicates that from 1997 to 2001, SJFCERS' funding ia[io improveA, but was
still in deFcit sffi[us. `fhen, from 2001 to 2010 (with the exception of 2007), the funding ratio
steadily declined. The decline is due primarily ro investment experience. Based nn the current
difference between the market vnlue of assets and the actuarial value of assets, a further decline
in [he funded status is expected over the next few yeas.

In [he chart below, we present the historical trends for the System's contribution races since [he
Fiscal Year Ending June 3Q 1999. All informatimi shown prior to the Fiscal Year Ending June
30, 2012 was calmlated by the prior actuary. Alsq please note that the Fiscal Year 2011 rates
shown do not reFlect the phase-in of contribution rates that was adopted. 'i'he phased-in rates
were 4.54%and 23.18% for the Members and City respectively.

~molover and Member Contribution Rates 1999-2012

The City of San Sose Federated Empioyees' Retirement System

l: F,mployer Rate ■Member°s Rate

30

25%

i.
d 20

15J)% IS.J3°o

^ IS /o
c

°- ]0% ~

0

5%

0% —

z5.)5%

18.16 % 18.3]

1A96% .~.

7999 2001 2003 2005 2007 2009 2011 2012

Fisefll Year End

The key information in this chap is the increase in the employer contribution rate since 2003.
7'be increase scheduled For the Piscal Year Ending in 2012 is primarily due to recent investment
experience. Employer contribution rate increases are expected for [he next few yca~s as the
balance of the market value investment losses are recognized under the asset smoothing method
and as the discount rate is decreased to 7.75%.
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BOARD SUMMARY

The next chart below represents the pattern of the Sys[em's actuarial gains and losses, broken
into the investment and liability components. The chart does not include any changes in the
Syscem's assets and liabilities attributable to changes m methods, procedures or assumptions.

smo

E aso -

sa

(SSOJ

(5100)

X5150)

SJFCERS Hismricai Gain/(I,oss12005-2010

The City oP Bnn Jose Fedeiafed Pmployees' Reti~roment System

r:Imesfinenl G/(W '=-'6iability G/(L) —Net Lxperimre G/(L)

(9aoa~. Ylao Year Hnaing

The key insights from this chart are:

• Investment losses (gold bars) in 2005 are partially ofTsct by investment gains fi~om 2006
and 2007. Prom 2008 [o 2010, tliere were additional investment losses. Since the
actuarial value of assets onty recognizes a portion of the recent market losses, additional
iirveshnent losses on the actuarial value of assets are expected over [he next few years:

• On the liability side, three of the four valuations showed actuarial losses with 2010 as the
only exception. The actuarial gain in 2010 is primarily due m actual salaries being less
tUan expected.

-HEI(2dN 6
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SECTION 1
BOARD SUMMARY

D. Projected Financial Trends

Our analysis of projected f~ancial trends is an important part of this valuation. In this Section,
we present our assessment of the implications of the Tune 30, 2010 valuation results on the future
outlook for [he System in terms of benefit security (assets over liabilities) and the expected cost
progression.

In [he charts [hat follow, we project assets and liabilities, the pay down of UAL, and the
Employer contributions as a percent of payrol I nn two different bases:

1) Assuming 7.95% return fm' 2010 and each and every year aIIer that, and

2) Assuming rctw~ns shown in the table below. These are rates of return that vary each year
but over the projection period equals on average the assumed 7.95% return. We do this
in order to illustrate the impact of volatility because the System's returns. will never be
level each and every year.

July 1, 2010 2011 2012 2013 2019 2015 2016 2017 2018 2019

Return 29.00 % M.OU % 3.00 % 2U.00 % -4.00 % 18.00 % 13.00 % 9.00 % -7.00 % 1G.0(1

July 1, 2020 2021 2022 2023 2024 2025 202G 2027 2028 2029
Return 9.00 % -R.00"/0 8.00 % 13.00 % 17.00 % -8.00 % -16.00 % 30.00 % 25.00 % -1.00

Please ~mte that [he i~rvestment mturns shown above were selected solely to illustrate

the impact of investment volatility on the pattern of funded status and employer

con[ributim~ rates. They are cwt intended to 6e predictive of actual fLt~re contribution

rates or fm~ded status or even to represent a realistic pattern of investment returns.

~i[IRON 7
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_ Projection Set 1: Assets and Liabilities

The efian below shows asset measures (green and gold lines) compared [o liabilities (gmy bars).
At the top of each chart is the progression of funding ratios. The key insight from this chai4 is
the projected declines in funded ratios over [he next several years, as recent market losses
become fully recognized, andhow varying investment returns can impact [he funding ratios.

Chart I: Projection oT Assets and Liabilities. 7.95 % return each year
S~~000 _.. ___. _-_.__ _..__.._

mS~a Actuarial Liability ---~ACtuarial Assets - Market Assets 8e~ee%
ss,000 ----- B3~ as^r— -.

aoi ei~
55000 ]8/ ]8/< ~__ _

)2/ T4% 
]5%

84.000 - 89% ]1% _.

fit% 61°h p
§3,000 @9/ 65/ -

52.000 
..-' .,.. __ 

__ — _. _.

2010 2012 2014 2016 2018 2020 2032 2024 2026 2028 2030

Chart 2: Projection of Assets and Liabilities, varvine returns averaeine 7.95% over time

S~,000
~ACtuarial Liability —Actuarial Assets Market Assets yp~ ~4%

$6,000 - gyp/

]]% ]B%
]]h ]4%

Ss.aoo — — — 
___ sal e'~ n~

83% 82% 
B3/

$4.000 
l6%~'~

6]%.66/ T3% "~"
$3.000 B9% 68% . -

$2000 .. _ _ _

51,000 — - --

80 _ 
__. ..

2010 2072 2014 2016 2018 2020 2022 2024 2026 2028 20.10
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Projection Set 2: Projected Employer Contribution Rate

As seen in the chart below, employer contribution races are expected to increase over the next
several yeas as the 2008-09 investment losses are Tully recognized.

Chart 1: 7.95 % return each veer
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Chart 2: varyine returns averaeine 7.95 % over time
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SECTION U
ASSETS

The System uses and discloses two different asset measurements which are presented in this
section of the repa4: markc[ value and actuarial value of assets. The market value represents, as
of the valuation date, the value of the assets if they were liquidated on that date. The actuarial
value of assets is a value that attempts to smooth amoral investment return performance over
multiple years to reduce [he impact of shorFterm invesimcnt volatility on employer contribution
fBfCti.

On the following pages we preset detailed information nn the System's assets:

A. Statement of cash flows during the year,

B. Development of the actuarial value oTassets,

C. Discussion of investment performance for the year.

A. Cash Flowe

Table II-1 shows sources for the change in the market value of assets.

Table II-1

Chan c in Mar)cet Value of Assets
Jame 30, 2010 Sm~e 3Q 2009

Basic*# Coet of Livir~ Toml Refirement Tutai Retirement
Marke/Va1ce, BeginnirigofYear $ 99Q811 $ 365,827 S 1,356,638 $ 1,681,736

Cnrkributions
Member 10,336 3,060 13,396 73,848
Cny 42,053 12,513 54,566 57,020

$ 52,389 $ 15,573 $ 67,962 $ 70,868Total

Net lnveshnen[Ramings* $ 148,152 $ 46,962 ~ 195,114 $ (297,881)

Beneftt Payments $ 83,030 $ 23,882 $ 106,912 $ 98,085

Ma~kuf Vxluc, E~xl ofYenr $ 1,108„l22 $ 404,480 $ 1,512,802 $ 1,356,638

° Onss iinesment eemings bss imexment anA adminfstrztive er,~enser nmanm in ihmmoMs

'• IncWdes SRDROf32&331 onA 519,986 as ofFnd oTYear and I3eginnin6 of Veiviespec~ivety

~iiEIRC7N 10
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SECTION II
ASSETS

Teble 11-2 shows the development of excess earnings.

Table II-2

DevelopmentofExcess Earnin s as of June 3Q 2010
Refiremen[ FWnd Reserve

Employee SRBR Generel Tatal
I. Total Gnmingr $ 145,152

2. Balanoe, Joty I, 2009 $ 195,351 $ 19,786 $ 775,674 $ 990,811

3. Net Cnshflow $ (7 J,704) $ - $ (18,937) $ (30,64])

4. Cred¢ing Rate 3.00% 795% 7.75%

5. Primary lnterestGredaNg $ 5,906 $ 1,595 $ 71,147 $ 78,648

6. Balance, lw~e 30, 2010 $ IR9,553 $ 21,381 $ 827,AR4 $ 1,038,818

~, Excess Earnings $ 6,950 $ 62,554 $ 69,504

8. Balance, JuN 1, 2010 $ 189,553 $ 28,331 $ 890,438 $ 1,708,322
Amovnn in Movrands

B. Actuarial Value of Assets

To determine on-going funding requircmcnts, most pension funds utilize an actuarial value of
assets that differs from the market value of assets. The actuarial value of assets is based on
averaging or smoothing yearvto-year market value returns for purposes of reducing the resulting
volatility on contributions.

The actuarial value is calculated by recognizing 20% of each of the prior four years of actual
investmont experience relative [o the expected return on the nomnrial asset value (7.75°/ for
2009-1Q 825% for prior years). The expected return on the actuarial value of assets is
determined using the Fund's actual cash flows and the acwarial rate of interest. The balanoe of
the actual investment experience is recognized in a similar fashion in future years. (See
Appendix B for further explanation of the asset valuation method).
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SECTION II
ASSETS

Table II-3

Develo meat of AcCUarial Value of Assets
June 30, 2010

Basic Cost of Living Total Retirement

Market Value of Asses $ 1,108,322 $ 404,480 $ 1,512,802

Gains/(Cuss es)

Current Year 72,530 18,926 91,456

Prior Yeer (343,205) (89,559) (432,764)

2nd Prior Year (162,625) {42,436) (205,061)

3rd Frior Year 93,484 24,394 117,878

Deferred Gains/(Losses)

Currwt Year (80% deferred) 58,024 15,141 73,]65

Prior Year (60%deferred) j2059~M1) (53,735) (259,659)

2nd Prior YOar (40%defsrrad) (65,049) Q6,975) (82,024)

3rd Prior Year (20% deferred) I S,G97 4,879 23,576

$ (194,253) $ (50,690) $ (244,943)Total

SR13R Reserve $ 28,331 $ - $ Zft,331

Actuarial Value of Assets $ ],274,244 $ 455,170 $ 1,729,414
Amamns In ehausands

C. Investment Performance

The market value of assets internal rate of return, net of imestmen[ expenses, was

14.6% For the year ending June 3Q 2010. This is corc~pared to an assumed return of 775%.

On an actuarial value oFassets basis, the return for the year ending .Tune 30, 2010 was 09%. The
difference is largely due to the recognition of deferred bsses from prior years while 80% of the
gain for 20]0 is defured to future years. This return produced an overall invcs[men[ loss of
$124.1 million for the year ending June 30, 2010.

-~-F}EIRON - 12
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SlC'I'ION III
LIABILITIES

In [his section, we present detailed information on liabilities for the System, including:

Disclosw~e of liabilities at June 30, 2009 and June 3Q 201 U, and

• Sta[emenl of changes in the unfunded actuarial liabilities dw~ing the year.

A. Disclosure

Two types of liabilities are calculated and presented in this report. Each type is distinguished by
the purpose for which the figures arc ultimately used

• Present Value of all Future Benefits: Used fa~ measm~ing all future obligations,
represents the expecCed amount of money needed fnday to fully pay off ail benefits both
earned as of the valuation date and those to be earned in the future by current plan
participants, under the current Plan provisions.

Actuarial Liability-Entry Age Normal (EAN): Used fm' determining employer
eontribuCions and GASI3 accounting disclosures. This liability is calculated taking the
present value of all fuwrc benefits and subtracting the present value of future member
oo~tributions and Culure employer normal costs as determined under the EAN actuarial
funding method. It represents Lhe expected amount of money needed today to pay for
benefits attributed to service prior ro the valuation date.

Table ]II-1 and Table ID-2 on the fo0owing page disclose the liabilifies for the current and p~~ior
year's valuations. By subtracting the actuarial value oT assets from the actuarial liahility, the net
surplus or an unfunded actuarial IiabiliTy (OAL) is determined.

Table ]II3 shows the Enny Age Normal Cost as a percentage of pay. The Autry Age Normal
Cost represents the expected amount of money needed to Sued the benetits aaributed [o the ne~ct
year of servioe under the EAN actuarial Ponding method.

-FtEIRON 13
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SECTION III
LIABILITIES

Table III-1

Present Value of Future Benefits

Same 30,2010 Sune 30,2009

T3asic Cos[of Living Total Retire ment Totnl Retirement

Actives

ReYvement $ 892,594 $ 296,688 $ 1,189,282 $ 1,308,642

Tarrttination 77,573 20,126 97,699 109,640

Death 26,287 8,073 34,360 37,193

Disabil'Ty 50,875 15,341 66,216 71,629

$ 1,047,329 $ 340,228 $ 1,387,557 $ 1,527,104Total AOtives

Refvees 980,508 29QS02 1,271,310 1,159,499

Beneficiaries. 65,033 16,898 A1,931 77,423

Disabled 51,027 14,527 65,554 63,844

Deferred Vested 63,964 21,940 85,904 923gg

$ 2,207,861 $ 684,396 $ 2,892,256 $ 2,920,218Total
dmormts in ~housamds

Table III=2

Actuarial Liabilit

June 30, 2010 Jone 30, 2009

Basic Cost of Living Totnl Retirement Total Retirement

Acl'ives

Retirement $ 679,851 $ 226,A88 $ 906,339 $ 986,710

Termination 33,110 9,208 42,318 46,903

Death 15,744 4,69( 24440 21,590

Disability 28,433 R,129 36,562 37,838

$ 757,138 $ 248,521 $ ],005,659 $ 1,093,04]Total Actives

Retirees 980,508 290,802 4,271,310 1,159,499

Beneficiaries 65,033 1(,898 81,931 77,423

llisabled 51,027 14,529 65,554 63,R44

Deferred Vested 63,964 21,940 R5,904 92 3q8

$ 1,917,670 S 5)2,689 B 2,510,358 $ 2,486,155Tntal

Amoums m Umusands

-~-f-tE1RON 14
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SECTION III
LIABILITIBS

Table III-3

entry A e Normal Cost

June 30, 2010 June 30, 2009

Basic Cnst of Living Tofal Retirement Total Rclircment
Retirement 9.85% 323% 13.08% 13.63
Termination 1.67% 039% 2.0G% 2.14%
Deatli 0.50% 0.16% 0.66% 0.67%
Disability 1.05% 033% L38% 1.44%

Reciprocity 0.20% 0.06% 026% 028%

Total 1317 % A17 % 17.44 % LR.16

B. Changes in Unfunded Actuarial Liabilities

The UAL of any retirement plan is expected to change at each subsequent valuation for a variety
of reasons. [n each valuation, we report on those elements of change iu the UAL that have
particular significance or could potentially affect the long-term Hnutcial outlook oPa retirement
plan. Balow we present key changes in liabilities since the last valuation.

"Fable III-4

of 2010 Exper

Item Amount

1 Unfunded Aca~erial L.iabOity a[ Jnne 30, 2009 $ 729,567
2 Expected unlimded accrued liability payment 39,555
3 interest accrued ((I-2) x 0.0775) 53,476
4 Decrease due to change in assumptions (59,363)
5 Expected Unfimded Actuarial liability at June 3Q 2010 (1-2~i3+q) 684;126
6 Actual Unfunded Liability at June 30, 2010 780,944
7 Difference: (5 - G) - (96,8]9)
a Portion of(7) dce to change in actuary $ 14,635
h. Portion of(7) due to i~vesnnent gain or loss (124,737)
c. Portion of(7) due to salary inm~eases' 45,018
d. Pm'tion of(7) due to actual vs. expected contributions' (33,102)
e Portion of(7) due to other experience 767

f Tutal $ (96,819)
.imonno- in rAnn~nMv

THe ohonge due m cmnrfLUUOn.~ ~s cwnposed 1x29.9 m~/lio.. dnu io Uie one-yeor IaS benvee~~ thv valnaMon dale and ~ cHVe dare

ofrorzml~rnion i'nte.r pins 83.2 million doe m the d~ renw Gerrvean a~m(and expelled payr'all

-~-h#EIRON ~5



__...._.... FLDCRATGD CITI'CMP60YLE5'RGTIRLM O:Kf S\STEM...:..
^..~ .Pll~'C 3Q 2010 Af.Tf~ARIAL \'ALD.1`I'ION

ST!:CTION IV
CONTRIBUTIONS

In the process of evaluating the financial condition of any pension plan, the actuary analyzes the
assets and liabilities to determine what level (if any) of contributions are needed to achieve and
maintain an appropriate funded status of a plan. Typically, the actuarial process will use an
actuarial funding method that will result in a pattern oT contributions that are both stable and
predictable. -

The actuarial funding methodology employed is the BnVy Age Normal acwariai Tunding method.
Under this method, 8iere are two components to the total contribution: the normal cost, and the
unfunded actuarial liability contribution. The normal cost rate is determined by taking the value,
ns of entry age into the plaq of each member's projected future benefits. This value is Chen
divided by the value, also at entry age, of the each member's expected future salary. 7'he normal
cost rate is multiplied by current salary to determine each member's normal cost. Finally, the
normal cost is reduced by the member contribution to produce the employer normal cost. The
difference between the EAN acmazisl liability and the acWariai value of assets is the unfunded
actuarial liability. The UAL is made up of the unamortized llAL as of Tune 30, 2009 plus the
impact of the 2010 experience and assumption change.

Table IV-I provides [he payment schedules to amortize the unfunded liability as of June 30,
2009 over 30 years, and any additional actuarial wins/Qosses), assumption or method changes
after June 3Q 2009 war 20 years.

Table IV-2 shows how the employer's contribution rate fm~ FYE 2012 is developed. The
methodology and assumptions used are in full compliance with the parameters sal in GASB
Statement No. 25 for purposes of determining [he annual required contribution (ARC).

Table IV3 shows tfie employee° contribution dollar amounts for F'Y 2012 assuming
contributions ere made at flee beginning of the fiscal year. To the extent contributions are made
after the beginning of the fiscal year, the amounts should be increased at an annual rate of 7.95
percent.

-~~i-fEIRON 16
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SECTION IV
CONTRIBUTIONS

Table IV-1

UAL Amortization

Outstanding .Remaining i'ayment

$Amount % of Pay13alxnce Period
Basic Retirement Be ne tSt

$ 16,216 29 $ 980 032%Golden Handshake

2009 UAL 581,040 29 .35,118 11.45%
2010 (Gain) nr Loss 84,340 20 6,390 2.08
2010 Assumption Change (38,]72) 20 (2,892) -0.94%

$ !43,425

$ 3,943

$ 39,596

$ 238

Totnl

29

12.Y1

0.08%

Cost of Living Benefit

Golden Handshake

2009 UAL 142,289 29 8,600 2.81
2010 (Gaui)or Loss 12,478 20 945 0.31%
2010 Assumption Change (z 1,190) 2p (1,605) -0.52%

$ 137,520

$ 780 944

$ 8,175

$ 47,774

Total 2.67%

15.58Total

Table IV-2

Contribution Rates
TSSCnI Year 20lld2 ftiscal Yenr 2010-ll

Dxsic COLA Totnl Basic COLA Tntal
Member COn~ribution Rate 3.56"/0 1.12% 9.66% 3.69% 1.19% 4.88%

Cdy SCrvice Normal Ra[e 9.51% 2.98% 12.49% 9.84% 3.Ifio 13.00%
Cdy Reciprocity Normal Rate 0.20% 0.07% 027 0 021% 0.07% 028%
Totnl City Normal Ita[e 9.71 % 3.05 % 12.76 % 10.05% 3.23 % 13.28

City DeSciency Rate 72.59% 2.59% 15.78% 9.79% 2.95% 12.14%
Ciry Golden Handshake Rate X72% 0.08% 0.40% 026% 0.08% 034%
Totnl City UAL Rate 12.91 % 2.67% 15.58 % 9.45 % 3.03 % 12.48'%

Ci ARC Rxte 22.62 % 5.72 % 2X.34 % 19.49 % 6.25 % 25.75

-~+tEIRON 17
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SECTION N
CONTRIBUTIONS

Table IV-3 Y
Ci Contribution Amounts RO7~

AWy 1, 20I I July 1, 201U

BTSic COLA Tofal 6s~ic COLA To~xl

Cdy Servkc Normal Cost $ 29,148 $ 9,1a6 S iR,294 $ 32.390 $ 10,404 $ 42;794
Cry ReciprocHy Normal Cos[ GOS - 212 820 fi91 230 922

$ M,]56 S 9,358 $ 39,114 S 33,081 S 1g674 $ 4J,W5"lolxl (SryfVamwl Cost

City lkficicncy Cost $ 38,616 $ ],940 $ 46,555 $ 30,240 $ 9,912 $ 39,953
City Golden HaMsl~ke Cosh )80 238 1,218 856 263 1,119

$ 39,59( $ 8,198 $ 6],774 $ 91,09fi $ 9,976 $ 41,002foWI CYty UAL CosI

QtyAnnnnl RequireA ConLibu[ion % 69,352 $ 19,536 $ fl6,888. $ 64,1]9 $ 20,610 $ 84,787
Ammm¢In iM1owmWa

-~+F[iROIV ~ 8
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sECr~oN v
ACCOUNTING STATEMENT INFORMATION

Statement No. 25 of the Governmental Acwunting Standards Board (GASB) establishes
standards for acwun[ing and financial reporting of pension information by public employee
retirement systems.

The GASB No. 25 disdosw~e presents the actuarial liability computed for funding purposes to
the actuarial value of assets [o determine a fwided ratio. The actuarial liability is determined
assuming [ha[ members continue. to terminate employment, retire, etc., in accordance with the
acWarial assumptions. Liabilities are discounted at the assumed valuation interest rate of 7.95%
per anmm~.

GASB Statement No. 25 requires the actuarial liability be compared with the actuarial value of
assets far funding purposes. The relevant amounts as of Tune 3Q 2009 and June 3Q 2010 are
presented in Tabie V-1.

fable V-1

Federa [ed City Employees' Retirement System

Item June 30,2010 June 30,2009" 'o Change
GASR No. 25 Basis

1. Actuarial Liabilities
a. Members CUrrentty Receiving Payments $ 7,478,794 $ 1,300,766 9.1%
b. Vested Terminated and inactive Members 85,904 92,348 -7.0
c. Active Members 1005660 ~_093~041 -8.0%

$ 2,510,358d. Total ACNarial LiabiGry $ 2,486,155 1.0%

2. AcWarial Valve oCASSOIS $ 1,729,414 $ 1,]56,588 -LS%

3. U~fundctl AcWarial Liability $ 78Q94A $ 729,567 7.0%

4. Radio of'Acmarial Vah~e ofASSe~s
~o Acwarial Liabildy (2)/(1)(d) 6R.R9% 70.fi5% -1.8%

Rwulls poor m ]ll/t010 celcolamd by prior ucmory Aniounlr io 2mmnAs
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srcrioN v
ACCOUNTING STATEMENT 1NPORMATION

Tables V-2 through V-5 aic exhibits for use in the System's Comprehensive Annual Financial
Report (CAI'R). 'Phe Government Finance Offroers Association (GFOA) recommends showing
at leas[ 6 years of experience in each of tliese exhibits. Table V-2 shows the Notes [o Required
Supplementary lnformatioa Table V-3 presents an analysis of financial experience for the
valuation year; Table V-4 presents the Solvency Tesi which shows the portion of actuarial
liability covered by assets; and Table V-5 presents the Schedule of Funding Progress.

Federated City Employees' Retirement

The information presented in the required supplementary schedules to the Financial Seclion
oT the CAPR was determined as part of the actuarial valuation at the date indicated.
Additional information as of the latest actuarial valuation follows.

Valuation date

Actuarial funding method

Amortization method

Equivalent single amortization period

Asset valuation method

June 30, 2070

Entry Age Normal

Level percent of pay, closed, layered

28.4 Years

5 year smoothingofreturn over or under expected returns

Actuarial assumptions:
Investment rate of return 79S%
Projected salary increases due 3.90°/u
to wage inflation ~
Cast-of-living adjustrnenls 3.0%per year

The actuarial assumptions used have Veen recommended by the actuary and adopted by the
Federated Boazd based on the most recent review of Fedua[ed experience, completed in 2009.

The rate of employer contributions [o rederated is composed of the normal cost, reciproeiTy
normal cost, amortization oP the unfunded actuarial liability and the golden handshake rate. The
normal cos[ is a level percent of payroll cost which, along with the member contributions, will pay
Tor projected benefits at retirement for the average plau participant. The actuarial liability is that
portion of the present value of projected benefits that will not be paid by future employer normal
costs or member wi~tributions. The difference between [his IiabiliTy and the funds accwnulated as

Additional merit salary increases of 1.00 ° l0 5.75% based on a participam's years of service are also asmmcA.
These increases are ~o~ used in the amortisation of the UAL.

~~-FEIRON 20
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SECTION V
ACCOUNTING STATEMENT INFORMA'PTON

Table V-3

City of San Jose Federated City Employees' Retirement System
ANALYSIS OF FINANCIAL EXPERIENCE

Gain (or Loss) in Actuarial Liability During Years ended June 30
R eaulttug 1'rnm Differences Between Ass coned Experience

and Actual Experience
Gain (or Los s) Yor

Year Ending
Cvoe oP Activity .Tune 30.2010

Income ($124,

biped Liability Experience 45,785

(or Loss) During Year from Financial Experience ~ ($76,352)

Recurrvlg Gxin (or Loss) Items (18,467)

Gain (or Loss) lluring Year ($96,819'.

Table V-4

City of San Joae Pedera led City Employees' Retirement System
GASR SOI,VF,N CY TEST
e~CNAYIA~LIN~11~1I1¢9 $OI'

2eTvees, Remnuiing Portion ofACwariai
Vainatbn Active Bene RCiares Active Liabdi[ies Covered
Dale Member anJ OAer Members Reported by Reported Asses

]~nc 30,'+ Convibmions Innoiives - Liabilities Assets' A) (R) (C)
1010 $ 242,944 $ 1,504,698 $ 762,716 $ 1,929,A IA 100% 99% 0%
2009 $ 228,967 $ 1,393,n4 $ 864,094 $ 1,756,588 100% 100% 16%
2007 $ 214,527 $ 1,003,001 $ 943,415 $ ~,621,N51 100% 700°/a 55%
2005 $ 230,027 $ 824,043 $ GS],300 $ 1,384,454 100% 100Yo 50%
2003 $ 224,8]5 S 635,092 $ 451,]24 $ 7,280,919 100% 100% 93°0
2001 $ 270,377 6 529,853 $ 332,103 $ i3Of OJ 44 100% 100% 96"/0

" RexWn prim to )/12010 oalc~Iafetl LY P~io~ eclnnry
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SECTION V
Af;COUNTING STATEMENT INrOl2MATION

Table V-5

Af10fl Y1AI

Valuation Dxh

AflllAl'IflI VflIOC

of ASSCts

/~CfY0~1fl~

Livbility (A L)

~~~1f1111dC1~

AL

PnnAed

Ratio

COVEYf I~

Payroll

83 T ~ O~

Covered Payrol

Tune 3q 2001 $I,OfiQl44 51,072,3iJ $12,189 99% 8252,696 5%

Junc 30, 2003 $1,280J19 $1,311,G91 $30,972 98% $292,961 II%

lone 30, 2005 $1,3N4,454 $1,911,370 $326,916 81% $286,446 II4%

Junc 30, 2007 $1,622,851 $1,960,943 $33 N,092 83% $297,405 I1G%

lone 30, 2009' $1,95fi,sgg $p,q 86,155 $729,567 ]I°o $323,020 226%

June 30, 2010 $1,729,414 $2,510,358 $]80,H44 6'J% $300,811 260%

~n._.......c..r..... an ~nnn...s..n......_._..r.,.~...a n., n.e...:... ..~..,... - A~nnrrnu in lFoi~.mnd~
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APPENDIX A
MEMRIiRSHIP INFORMATION

Table A-1

San Jose Federated Cily Employees' Retirement System

Active Member Uata

,lone 30, 2010 June 30, 2009 '% Chttn e
Ib~Ai

Count 3,818 4.079 -6.4%
Average Curzen[ Age 95.9 45.5 0.9%
Average Service 12.7 11.6 43%
Annual Expected Pensionable Earnings $ 300,811,165 $ 323,020,387 -69%
Average Expected Pensionable Earnings $ 7g,7gg $ 7QI91 -0.5

Lablc A-2

San Sose Pede rated City Empbyees' Retirement Sys[em

NmrActive Member Data

i &Disahled 2,683 2,518 G.6% 682 683 -QI%'
ciaries 428 412 3.9% 72.7 ]2.6 O.I%

To[el 3,171 2,930 62% 68.9 66.9 0.0%

es ]34 719 2.1/ 45.6 45.3 0.7%

Table A-3
San .lose Federated City Employees' Retiremun[ System

Non-Active Member Date

&Disabled .R 104,841,445 $ 93,987,905 ILS% $ 39,076 % 3],326 49%
Dries 7,818,669 7,205,802 &.5% )8,268 17,490 4.4%
bLSI $ 112,660,114 $ IOI,193,90] 113°0 $ 36,213 $ 34,53] 4,9%

S 9:611703 .R 9AYSAG9 12% E ~tn95 S robin no~i

" For Inac~ives, benefit is calculated baseA on ~hc dale asumplions and methods wHine~ in Appendix A.
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APYCNDiX A
MEMBERSHIP INFORMATION
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APPENDIX A
MEMB~RSHiP INFORMATION

sx~~ do.a r~d~~w~ea a~. r.~~nioy~~s~ noi~~~mo~~~ sys«~~~
a.r~e~s ~~~a o„aeie~ nr nn~~~~~a nee ~~m no~~~m crre~a~o o~r~

As of Jnnc 30,2010

i a i m i,~ v ,u n .n

IS S R ~ lfi
- 2 i i6 fil it". n --io i~~... iia
I I 10 7 a LO

CI._..1. I 1 16 S1U: 9 1.. ':@i
~~ ~J 9 I 1 L"

'. 7 l0 17 {~E v tl
1 l0 IS 13 I LL

J, l 6 9A l4 _-., 9: A J 1 :.4J
I II 31 1) 6 I 9C

:i- ~ la of 20 ':4, 3 -'35

i

I8 )9 ~4.. l5 J IA5
I4 I' J> i9 12 

.......I
U.

7 .....'1]F
S ffi !0 10 15 161

~`. Yil 'r .16 76. '10 F 3 ':.15f

~r Fe SRC :i1 Re~irtme n~N i[n Lll lly 6R]
mge (Ln'icm Agc 689

~~4=l ixf;tiy 25



r~oca;crrouni~irLorri saeTinran:~~ssrr~i
J0.\C SQ 2010 \C'f1:VilAL YALC.\ll0\

APPHNDIX A
M~MB~RSHIP INFORiV1AT]ON

fable A 7

San Josc Federated City Employees' Retirement System

llistribution of Retirees, llisabled Members,

and Beneficiaries as of June 30, 2010

nYz._,._.. ... t onnt

Under 50 
—_.—_ _..e__..,.._ ...~._..,. _._....___

50 to 54 85

55 to 59 X125

6U to (4 650

65 l0 69 557

70 [0 74 d36

75 to 79 347

80 to 84 273

RS to R9 202

90 and uP~_._....._....._—._._._~.. 85 .,__._.,.....~.._...._.
Total 3.1

Chart A-1

Co~mt Disbibutino
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APPENDIX A
MLMBER9IiIP INFORMATION

Table A-8

San Jose Federated Ci[y Employees' Retirement System

DistriUution ofRetirees, Disabled Members,

and BeneSciaries as of ,Tome 30, 2010

A e Annual l3ene fit

Under 50 $1,716,659

50 ro 54 $4,200,336

55 to 59 $18,922,135

60 to 64 $2R,173,529

65 to 69 $21,493,942

70 to 74 $15,297,510

75 to 79 $IQ231,I95

80 [0 84 $7,D33,543

85 to 89 $4,728,885

90 and u $1,461,981

Total $112,660,114

$30
c

$25

~ $20
c
,^ $IS

$ $]0
W

$5

$0

Cha ~•t A-2

Benefit Dietdbution.

~~a~th0 0 5P ~~~5`~ bo obM ~h b9 ̂oi~o.̂ S ̂ q ~o ~d ~S ~q oaca~4

q
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APPl?NllIX A
MEMBERSHIP INFORMATION

Data Assumptions and Methods

In preparing our data, we relied without audit on information supplied by the Department oT
Retirement Services. This information includes, but is not limited [o, plan provisions, employee
data, and £nancial information. Our methodobgy for obtaining the data used for the valuation is
based upon [he following assumptions and practices

• Records on the "Active" data file are considered to be Aciive if they do not have a reason for
termination.

• Records on any of the data flies are considered to he Inactive if they have a reason for
termination of deferced vested or leave of absence/inactive.

• Records on the ̀ Retiree° and "Beneficiary/QDRO° files a~~e considered in pay status if they
do not ]lave a date of death, are not inactive enA have not witlidrawn tiom the plan.

• Service f'or actives that have no service amount is calculated to be the time from date of hire
to the valuation date.

• Service for inaclives that have no service amount is calculated [o be the time from date of
hire to date of termination. -

• 7'he most roeent annual salary fm~actives is calculated to be "compensation rate 2"multiplied
by 26. If the annualized rate is less than $23,400, a minimum annual salary of $39,000 is
used.

• The annual benefit for inactives is equal ro 2.5 % of final compensation per ycar of service,
up to a maximum of75"/o of final compensation. Members who Yerininated prior to June 3Q
2001 have [heir final compensation adjusted for athree-year average rather than a 12-month
average.

• We assume any member found in last year's ̀ 9Zetiree" file and not in this year's file has
deceased without a beneficiary and should be rcmwed from the valuation data.

• We assume all deceased members with payments continuing [o a beneficiary have aUcady
Veen acoounCed Por in [he "Rotiree" file.

-~-HEIROIV 28
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APPENDIX B
ACTUARIAL ASSUMPTIONS ANll METHODS

A. Actuarial Assmnptions

1. Investment Return Assmnptioo

Assets are assumed to corn 7.95% ne[ of investment and administrative expenses.

2. Interest Credited to Member Contributions

3.00%, compounded annually.

3. Salarylocrease Ratc
Wage inflation component 3.90%

In addition, the following merit component is added basod on an individual member's
years of service:

Table B-1
Salary Merit Increases

Ycxrs nSSe~vice Merit/ Lon evi
0 5.75%
1 3.75
2 225
3 ].75
4 1.00
5-r 0.25

4. Family Composition

Yercentagc married is shown in the following Table B-2. Women are assumed to be three
years younger than men.

Table R-2
Percentxgc Married

Gender Yercenta e
Males 75
Females 55"/0

{-IiE1RON ~ 29
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APPENDIX B
ACTUARIAL ASSUMPTIONS AND M~TH011S

5. Rates of Withdrawal/Tcrminxtion

Sample rates of withdrawzUtermination are show in the following Table 133.

Table 13-3
Rates of Termination/Withdrxwnl

Vested

25 7.00. 3.00
3U 5.00 3.00
35 2.50 2.75
40 I.50 2.00
45 1.25 2.00
50 I.25 1.50
55 I.00 0.00
60 I.00 0.00
65 0.00 0.00

'mnninetion rates do nog aooly onw a member Is ellelhie

30% of terminating employees are assumed to subsequentty work for a reciprocal
employer and receive 3.9%pay increases per year.

6. Ra[es of Disability

Sample disabiliTy rates of active participants are provided in Table B-4.

Table B-4
Rates of Disability s[ Sclectcd Ages

A e Disabilit

20 0.04°
25 0.06
30 0.07
35 0.09
40 0.15
45 025
50 0.40
55 0.50
60 1.00
65 2:00
70 0.00
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APPENDIX B
ACTUARIAL ASSDMPTIONS AND METHODS

50% of disabilities are assumed to be duty related, and 50% are assumed to be non-
duty.

7. Ra[es oTMortaliry far Healthy Lives

Moitaliry sates for actives, retirees, beneficiaries, terminated vested and recip~ncals are
based on the sex distinct 1994 Group Annuity MortaliTy Tables setback three years for
males and one year for females.

Table B-5
Rates of Mortality for Active and Retired

Healthy Lives at Selected Ages

A e Male Female
20 0.043% 0.028%
25 0.056 0.029
30 0.073 0.033
35 0.084 0.045
40 0.089 0.065
45 O.I25 0.092
50 O.I90 - 0.131
55 0321 0.208
60 0.558 0386
65 1.015 0.762
70 1.803 1.271
75 2.848 2.038
80 4.517 3.536
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APPENDIX I3
ACTUARIAL ASSUMPTIONS AND METHODS

R. Ratcs of Mortality Tor Retired Disabled Lives

Mortality rates for disabled retirees are based on the ]981 Disability Mortality Table.

Table B-F
Rates of Mortality for Disabled Lives at Selected

Ages

A e Male Female

20 0.660 % 0.660%
25 0.960 0.960
30 ]220 1220
35 1.480 1.480
40 1.760 1.760
45 2.080 2.080
50 2.440 2.440
55 2.840 2.840
CO 3300 - 3300
65 3.790 3.790
70 4.370 4.370
75 5.530 5.530
80 8.740 8940
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APPENDIX B
ACTUARIAL ASS[1MYTIONS AND METHODS

9. Bates of Retirement

Retcs of retirement are based on age according to the following Table B-7.

Tablc B-7
Rates of Retirement by Agc

A c Retirement
50 0.00%
51 0.00
52 0.00
53 0.00
54 0.00
55 ] 5.00
56 7.50
57 7.50
58 7.50
59 7.50
60 7.50
61 7.50
62 20.00
63 10.00
64 10.00
65 25.00
66 25.00
67 25.00
68 25.00
69 25.00

70 &over 100.00

The probability of retirement increased to 50%each year aRer completion of 30 years of
service aitd attainment of age 50.

~iiEIRON 33



- I'EDLRATGAI G:1'fY.f91PIAYLLS' R6TIIiEMLNT SSSTCM
~__. Af~NEJU:2010 ACT0AlilAL VALUATIO\ _.

APPENDIX H
ACTUARIAL ASSUMPTIONS AND METHODS

10. Defrrred Member Benefit

The benefit was estimated based on information provided by the Department of
Retirement Services. The data used ro value the estimated deferred beneft were credited
service, dare of termination, and Iast pay rate. f3aseA on the data provided, highest
average salary was estimated.

11. OU~er

The contribution requirements and benefit values of a plan are calculated by apptyi~g
actuarial assumptions to [he benefit provisions and member informa[imi, using the
actuuial funding methods described in the following section.

Actual experience of Pederz~ted will not coincide exactly with assumed experiences,
regardless oCthe choice of the assumptions, the skill of the actuary or the precision of the
many calculations made. Each valuation provides a complete recalculation of assumed
future experience and takes into account all past differences between assumed and actual
experience. The result is a continual series of adjustments to the computed contribution
rate. From time to Lime it becomes appropriate to modify one or more of the
assump5ons, to reflect experience trends, but not random year-[o-year Fluctuations.

12. Changes Since Las[ Valuation

.1'he assumption for the expected rate of re¢vn on inves6nents was changed from 7.75%
[0 7.95%. The payroll growth/wage inflation assumption was changed from 3.83% to
3.90%.
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APPENDIXB
ACTUARIAL ASSOMPTIONS AND METHODS

B. Actuarial Methods

1. Actuarial funding Method

The Entry Age Normal actuarial funding method was used for active cinpioyees, whereby
the normal cost is computed as the level annual percentage of pay required to fund the
retirement benefits between each member's date of hire and assumed retirement The
actuarial liability is the difference between the present value of future benefits and the
present value of flrture normal cost. The unfianded actuarial IiabiliTy is the difference
between the actuarial liability and the acWnrial value of assets.

The unfunded actuarial accrued liability as of Sune 3Q 2009 is amortized as a level
percentage of pay over a closed 30-year period comme~~cing Juuc 30, 2009. Actuarial
gains and losses, assumption changes, and plan changes are amortized as a level
percentage of pay over a 20-year period beginning with the valuation date in which they
f rst arise.

2. Asset Valuation Method

For the purposes of determining the employcWs contribution, we use an actuarial vzlue of
assets. The asset adjustment method dampens the wlatility in asset values that could
occur because of the fluctuations in market conditions. Use of au asset smoothing
method is consistent with the long-term nature oFlhe actuarial valuation process. Asses
are assumed to be used exclusively Tor [he provision of retirement benefits and expenses.

The actuarial value is calculated by recognizing 20% of each of the prior four years of
actual ioveshnent experience relative to the expected return (7.75% Tor 2009-10 and
8.25 % for prior years) on the actuarial asset value. The expected return on market assets
is determined using [he Fund's aotual Dash flows and the actuarial rate of interest. The
balance of [he actual investment experience is recognized in a similar fashion in Cuture
years.

3. Annual Required Contribution

At its November 2016 meeting, the Boa~~d adopted a policy setting the Annual Required
Contribution to be the greater of the dollar amount reported in the actuarial valuation
(adjusted for interest based on the time of [he contribution) and the dollar amount
determined by applying the percent of payroll reported in the actuarial valuation [o [he
aotual payroll for the fiscal year.
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APPENDIX C
SUMMARY OR PLAN PROVISIONS

I. Membership Requirement

Participation in the plea is immediate upon the first day of full-time employment.

2. Final Compensation

Menibere~ who separated from city service prior to Jtme 30, 2001:
The highest average annual compensation earnable during any period of three
consecutive years.

Members who separated fr~orn city service on or' after June 30, 2001:
The highest average annual compensation earnable dm~ing any period of twelve
consecutive months.

3. Credited Service

One yea~~ of service credit is given for one thousand seven hundred thirty-nine or more
hours of Federated city service rendered in any calendar yeaz. A partial year (fraction
with the numerator equal m the hours worked, and [he denominator equal to one tAousand
seven hundred Thirty-nine) is given for each calendar year with less dean one thousand
seven hundred thirty-nine hours worked.

4. Member Contributions

a. Member:

The amount needed to fund 3/71 of benefits accruing for the current year. These
contributions are credited with interest a[ 3.0% per year, compounded anrmally.

b. Employer:

The Employer contributies the remaining amounts necessary to maintain tUe
soundness of the Retirement System.

5. Service Retirement

Eli ibili

Age 55 with 5 years of service, or any age with 30 years oP service.

Benefit - Member

2.5% of Final Compensation for each year of credited service, sublect to a maximum of
75% of Final Cmnpensation.
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APPENDIX C
SUMMARY OF PLAN NROVISIONS

Benefit - Survivor

50% of [hc service mtircment benefit paid to a qualified survivor.

6. Service-Counec[ed Disability Retirement

Elieibiliry

No age or service requirement.

Benefit - Member

2.5% of Pinal Compeusatiou for eacU year of credited service, subject to a minimum of
40% and a maximum of 75% of Pinai Compensation. Workers' Compensation benefits
are generally offset from [he service-connected benefits under this system.

Renefit - Survivor

50% ofthe disability retirement benefii paid to a qualified survivor.

7. Non-Service Connected Disability Retirement

Eli ibili

5 years of service:

Benefit - Member

Members who werr hired prior to Seytember 1, 1998:
The amount of the service-connected benefit reduced by 0.5% for each year [ha[ the
disability age preceded filly-five.

Meniberr who were hired ou ar after September 1, 7998:
20°/ of f'inai Compensation, plus 2% of 7'inal Compensation for each year of a~edited
service between 6 and 1C years, plus 2.5% of Final Compensation for each year oT
credited service in excess of I6 years, subject to a mAximum of 75% of }'final
Coiupcnsation _

Benefit -Survivor

50% of the disability retirement 6enefi[ paid [o a qualified survivor

-~i[IRON 37



~GQGRATGD CITI It~ll'LOl'GGS' RCTIRGMG\T Sl'STFM
.•--.: JLNF. }Q 2010 AC0.+.4RIAI, YALUA'I'IOti ^.-

APPENDIX C
SUMMARY OF PLAN PROVISIONS

8. DeaB~ while an Active L.mployee

Less than 5 Years of Service, or No Qual~ed,Sm~vivor:
Lump sum benefit equal to the accumulated refund of all employee contributions with
interest, plus one month of salary for each year of service, up to a maximum of6 years.

5 or mrn~e years oJService:
2.5% of Pinal Compensation for each year of credited service, subject to a minimum of
40% and a maximum of 75°/o of Final Compensation. "fhe benefit is payable until the
Spouse oc registered domestic partner marries or establishes a domestic partnership. ]f
the member was age 55 with 20 years of service at death, [he benefit is payable for the
lifetime of the member's spouse or registered domestic partner.

9. W9thdrawal BeneE[s

Less then 5 Years gfService:
Lump sum benefit equal to the accumulated employee contributions with interest.

5 or more years ojerediled service:
The amount of the service retirement benefit, payable at age 55.

10. Additional Posy-retirement Death BenetS[

A death benefit payable as a lump sum equal to $500 will be paid [o a qualified survivor
upon the member's death.

ll. Posbretirement Coshof-Living RenelSt

Bei~eSts are increased every April I by 3.0%, without banking.

Note: The summary of major plan provisions is designed to outline principal plan
benerts. IT Uw llepxrtment of Retirement Services should find the plan summary not in
accordance with the ach~ai provisiw~s, the actuary should immediately be alerted so the
proper provisions are valued.
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APPENDIX D
GLOSSARY OR TERMS

1. Actuarial Liability

The Actuarial Liability is the difference between the present value of all Potwe system
bcnefts and the present value of total furore normal costs. This is also refen~ed to by some
actuaries as the "accrued liability" or "actuarial liability".

2. Actnariai Asanmptions

Estimates of future experience with respect to rates of mortality, disability, turnover,
retirement rate or rates of invesuncnt income and salary increases. Actuarial assumptions'
(rates of mortality, disahiiity, turnover and retirement) are generally based on past
experience, often modified for projected changes in conditions. Economic assumptions
(salary increases and inves[meii[ income) consist of an underlying rate in an in0atiomfree
environment plus a provision for along-term overage rate of inflation.

3. Accrued Service

Service credited under the System which was rendered UePore the date of the actuarial
valuation.

4. Actuarial Equivalent

A single amount or series of amoan[s of equal actuarial value to another single amount or
series of amounts, computed on the basis of appropriate actuarial assumptions.

5. Actuarial Funding Method

A mathematical budgeting procedure for albca[ing the dollar amount of the actuarial present
value of a retirement system benefit between future normal cost and actuarial accrued
liability. Sometimes referted to as the "actuarial funding method°.-

6. Actuarial Gnin (Loss)

The difference between actual experience and actuarial assumption a~~ticipated experience
during tUe period between two actuarial valuation dates.

7. AcNarial Present Value

The amount of funds cw~rently required to provide a payment or series of payments in [he
future. It is determined by discounting f~mre payments at predetermined rates oP interest,
and by probabilities of payment.
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.APPENDIX D
GLOSSARY OP TLRMS

8. Amortization

Paying off an interest-discounted amount with periodic payments of interest and principai—
as opposed [o paying off with a lump sum payment.

9. Anneal Required Cm~tribution (ARC) under GASI3 25

"Che Governmental Awounting Standards Board (GAS6) Statement No. 25 defines the Plan
Sponsor's "Annual Required Contribution" (ARC) that must be discbsed annually. The
SSFCERS Employer computed contribution rate for FY 2011 meets the parameters of GASB
25.

10. Normnl Cost

The actuarial present value ofretirement system beneflis allocated to the ourcent year by the
actuarial funding method.

Il. Set bacWSet forward

Set back is a period of years [hat a standard published table (i.e. modality) is referenced
backwards in age. }or instance, if the set back period is 2 years and the participants age is
currently 4Q then the table value for age 38 is used from lt~e standard published table, it is
the opposite for set forward. A system would use set backs or set forwards to compensate for
mortality experience in their work Porcc.

12. Unfimded Actuarial Liability (OAL)

The unfunded actuarial liability represents the difference between actuarial liability and
valuation assets. This value is sometimes referred to as "unfunded actuarial accrued
liability„

Most retirement systems have unfunded actuarial liabilities. '['hey typically arise each time
new benefits are added and each time experience bsses are realized.

The existence of unfunded actuarial accived liability is not in itself an indicator of poor
funding, Alsq unfunded actuarial liabilities do not represent a debt that is paya6lc today.
What is important is the ability of the plan sponsor to amortize- the unru~ded actuarial
liability and ll~e trend in its amount (after due atlowance for devaluation of the dollar).
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Qassic Valucclnnovative A~vi<e

LETTER OF'fRANSMI]'TAL

November 29, 2011

ReLiroment Aaard of the Fedomted Cily
Employees' Rctiremcnl System
1737 North i" Street, Suite 580
San Jose, CnliFomia 95112

Dear Members of fhc ]3~ard

'Phe purpose of this report is to present ttie June 30, 2011 acWaciul valna[ion of the City

of San Jose Fcda~ate~ City Employees' ReGre~nent System("Syste~N'). 9'his report Is for

the use of the Refiremeni Boacd and its auditors in preparing financial repoxts in

aocm'dzuce with applicable laws end accounting requirements. Any other user of this

r~pbrl is nukun intended user and is considered a thied party.

The tp61e below presents the t<ey results of the 2011 valun[iou compared to the 2010
valuation.

8ummniy of 1{ey Vxlunrim~ Rea~dts

6/30/2011 6/30/2010

Discount Rate - 7.50% 7.95%

AcWarial Liability(AL) $ 2,770;227 $ 2,510,358

Aca~arial Value of Assets (AVA) 1,788,680 1,729,413

Unfiiuded Actuaz'ial Liability (UAL) $ 981,567 $ 780,945

Ftmdine Ratio-AVA 65% (9%

ofAss~ts (MVA) $ J,760,6i7 $ 1,512,fl02

I~'iecal Y~;u~ur finding 5/3072P13 6/3Qf2012

Member ConhibuHon Rake 5.74% 4.68%

Ciiy Contribution Rite

NormalLbstRrite 18.08% 12.76%

UAL Rate ~ 2637% 15.58%

Total City Rate 4A,45% 2834"/0

Total ContriNutio~~Rete SO.l9% 33.02%

"Cotal i;ont~i outran Amuunl

-if paid at the Uegi~niing offhe year $ 102;972 $ 86,88&

-if n~+d at the end of'Nic year $ 110,694 $ 93,795

dmmuus n, mousnrtfu

i)SOiysons eoulevaiA, SVife Il00,M<Leme,VA 22102 TeI: J03 X93.1456 Gax: ]Di,893.3A06 www.chevo i.us
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Board of Administration
NaVCmher 29, 201
Page ii

At its October 2011 meeting, the l3os~d adopted a cumber of asawnptimi changes based

on recommendations frmn ow experience study report. fri particular, the 8oei~d reduced

its investment return assumption from the 7.'JS%that was used in the prior valuatimi and

the 7.75% that had been previously adopted for this valuation to 7.50%. "17ie wage

girowth nssumptiori was zlso rcAnccd 4om 3.90°/n in the pfior vatualiun to 3.25% in ttus

valuation. Adminish'ative cxpc~ses and the Supplo~nentAl ReGrae BoncGL Reserve

(SR6R), w6ieh had been implicitly valued an pelt of tl~e invesbnenl roLm'n asnomption,

zi'e now explicitly valued ns e~ addition to normal cost (0.70% of payroll far

udminish'ative expenses and 0.35% of the market value of assets fbr Lhc SRB2). The

changes in ttssumptions era summarized in Appendix 1? of this i~opur6 And more dotail is

provided in our experience study report.

During the year, there were also very significant changes due to the experience oP the

System, including a lA% reduction in the number of active members m~da 2A% i~educGon

in the ettpected payroll. TMe investment return for the yezr was nearly 19%, bn[ clue to

asset sthoofl~iog, prior inveaunont losses arestill being phased in end as a result the return

on tho actunri¢I value of assets was only 5.5%.

• Ur funded Achinrial Liability (UALJ/Sv~~pltis:' The UAL increased by approximately

$200 million primarily due to Uie nssuenyliou changes 0"186 million).

Ikans7tng Rutla: The ludo of the actuarial value of assets to notuarlai liabiliaos

declhied since the last valuaGOn firom 69°lo Yo 65% due to the &sswiy~dwi chan~*es.
1'N~dct~arial value of assets is smooY6ad in order to mitigate the impeet of invc~cMtant
peifiormance volatility an employer conlrIbution rates Wifhoi~t the. asset smoothing,

the cello of the market value erf' assets to nemarial liahilities jnci~eased from 60 % to

64% even with [he impact oFthc assumption changes.

• TAember CoMrihuiion lute: The memliar conGibution mate is a proportion (3/ll°i) of

the service normal cost rate. The Mcmter contribution rate increased from 4.68%to

4.62% clue to demographic exp¢rience antl. from 4.82%1v 5.74% due to the changes

in assumptions.

• CiCy Cnnt~•il~ulions: City con6~ibutions arc s proportion (8/71'~~`) oT the service normzl

cost case plus the recip~'ocity normal oust rate plus nn amortization payment on the

UAL. Lily cmttribuYioos as a Percent of payroll increased significantly from 2834%

of pa}n'all to 44.45% of payro~i. Howevee, the decrease in payroll exaggcratus the

inofeased cost to the City. The beginning ofyear cor~b'ib~tio~1 amoullt increased Prom

$$7 million to $103 million due yrimarily to the assumpGOn ohanges, Based mi [he

prior Valualion, Uie oontribu[ion ampunt had been eKpeoted to increase to $105

million withoU~ ~Il of t4ie assumption changes.

More details on the plan experience forthe past year, inclndu3g the changes listed shove

aid their impact on these June 30, 2011 valuation results can be ftiund in om' report

which Iollows.

~i1EIROM



I?oard of Adminfsh~ation
November 29, 2011
Page i i i

In preparing our report, we raked without auflit, on infbnnation (some oral and some

written) supplied by the City of Sun Jose Department of Rctircmcnt Scrviccs. This

information iueWeles, but is not limited to, the plan provisions, employee data; and

financial inform:~tiun.

We Hereby certify that, to the hest of our knowledge, This report end its contenLS, which

are based on tlic information and dzta supplied 6y the City of San Jose Deportment of
Retirement Services, are work products of Cheiioq ine. These work proAucts are

wmplete and accurate and have been pnpzreJ in accordance with generally recognized

2nd accepted aebtatial principles and practices which aie consistent with [he Code of

Professional Conduct nntl ayplieeble Actuarial St~nda~ds of Pracdee seS out by the
Actum'ial Standards Boerd. Fwihe~more, as credentialeA ackinries, we meet the
Qualification Standards of the Amorican Academy of Actuaries b render the opinion

contained In this sepo~4. This report does not addeess any contracmnl or legal issues. We

are not attorneys and our firm does not provide any legal services oradvice.

This acwuriul valuation report was p~epareA solely for the Syatero 1'or the purposes
described herein, except that the elan auditor may rely nn [his aep~rt solely for the

purpose of completing un audit related to the matters herein. Tliis actuarial valuation

repa2 is not intcitded to benefit uny thied patty, and Cheimn assumes no duty or liability

to any simit party. -

Finally, iCs important Yo note shut this VNtuation, which was pcepu[ed ~sin~ Census data

:and financial 6nPo~~malion as nf]ui~e 30, 2011, does nob~eflect auy s~ibsegaant cl~enges in

the membership peafile and the investment mzrJ<ets.

Sincerely,
Cheiron

Get e I Iwa~'slciCA, EA, MAAA

Principal Consulting Actuary

Gr~,,~~ ~ 92, l~~ .. ~1~~_
W Iiliam R. Hallmark, ASA, FCA, EA, MAAA
Consulting Actuncy

~HCIRON
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SCCTION I
ROARll SUMMARY

The primacy propose of this actunrinl veiuetion is to repm~t, ns of Uie valuation date, o~~ the
following:

• The financial cundltion of [he 1'cdcrated CiTy Employees' Retirement System,
• Past and expeoted trends ni t6e flnanoial conAition oftHe Sysmnn,
• T6e Employer's conn~ibutio~i ra[c for the fiscal Ycar Cnding Juno 3Q 2013, and

Inf'orination required by the Governmental Accouiriing Standards BonrA (GASH).

In [his Section, we present a summary of the principal valuation results. This includes the basis
upmi which the lone 30, 2011 velnatibn was completed and an examination oP ilie cm~rent
financial condition of the Syskem. In addition, we present a review of the key historical trends
followed by She projected financial outlook fur the Sys[em.

A. Valuation 6nsis

The System's flmding policy sets Citycontributions equal to the sum of

• A portion Z8/] 7 ~̂ ) of the Sa~vipc Noi~mai Rflte (RegulEU~ Currenc$ervice RxLe).
• 3`6e Reciprocity Puite, which isthe p~efimding o(the liability Por lscipxocnl benefits with

ce~iain other Calitomia pu6lie pension plans.
.The lle5ciency Itaie, which is the nmor[izntion ofthe landing defiCienGy.

• 17~e Golden Handshn]<e Rare, whicU is [he cost for Funding the additional benefits grantee)
in fhe pas[ to certain retiring employees.

Tho pnfimded ac0.iarial li~bitify fls of 7iine 30, 2009 (inchitling flee Gptden H2ndshalm) is
ainortizcd over 30 years ftom [hat dzte, and any subsequenf gains or losses or assumption
changes are amortized as pant of the Deficiency Rate over 2(1 years Trom the valuaci6n in
wfiieh they are 5rst recognized,

Member conb~ibutions equal 3/71 ~~' of the Service Neimal Rate.

-~iifiRON



P6D6RAT6D CITY liMPLOYISISS' RPTIRGhIGN'f SVS1TiM
dUNL 30, 2011 ACTUARIAI. VALI)A'fION

S~CTIONI
ROARD SUMMARY

B. Current financial Condilioo

On the following pnges, we summarize: the Ieey results of the June 30, 201 ] vzluation and

how they compare to the results from the Sune 10, 2010 valu¢tion.

I. Memhe shin'

As shown in Te61e 1-I below, total membership in FcAe~aled declined slightly from 2070

[0 20ll, btrt the changes between categories of membership were significant. Active

membership decreased t4.2°/a, terminated vested memhership increased lft7%, and

retiree membership (uioloding benefiolarles) inet~xsed 70.2%. Total payroll decreased

by 23..9%, and the avarzbe pay per active member decreased Hy t 12%.

•

item

Tab1e I-7

Total Me(nbcrship

.luxe 30 20ll June 3(1 2010 %Chan e

Active Cmots 3,277 3,$79 -Clh.2%)

Terminated Vesteds 869 732 L87%

R¢tirees 2,7G9 2,472 12;0%

Benefi ci arks 449 4?.8 4.9%

731sebled 210 21I (O.S~)

Tcrtal City Manbors. 7,597 9;161 (72%)

Active Member Payroll $ 228,Y3G,3'J8 $ 3(IO,S11,I6S (23.9%)

Average Pa erAc~ive Member 69,926 78,788 (11.2%)

2. Aseats and Liabilities:

Tabic I-2 un the following page presents a comparison between. the June 3Q 20ll end

.tune 90, 201D assets, liabilities, llAL., and feuding eaiios.

TMe 1wy iesnits shown in Table I-2 indicate flint the roml actua~9sl liability increased

1 U.4% and the mad<ct value of nssels incie~sed by 15:4%. The System employs an asset

smoothing method whicU dampens investmaut market volatility. Por this year Use

xmoothed value of assets (culled fhe acNarial value of assets) increased by 3.4%. The

ratio of the actuarial valtve of urseLc m tl~e medeet value of nssete decrensod from 114"/o itm

102°/q indicating lhot the defamed losves are now only slightly greater then Phe defen'ed

gpine. Finally, Y6e UAL increased from $7$0.9 million to $981.6 million, resulting io a

dem~aase in the ~fLnding ratio 6~om 68.9% to 64.6%. Based o~ the mtul¢t value of ascots,

tGe £ending rztio increased fi'om 603%n l0 63.6%.

-~i-IEIRON 2
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SECTION I
130ARD SUMMARY -

Item (EAN)

TaUle I-2

Assets & Liabilitiav

Jano 30, 2011 .7nne 30. 2910 °/u Chnn~e

Actives $ 878,864 $ 7,OOS,(GO (12.6%)

"Perminated Vesteds 111,225 85,904 29.5%
Roli~ces 1,570,604 1,271,308 23.5%

Seneficiarias J3,751 81,931 14.4%

Disabled 72,674 65,534 10,9'0

SRBR 6alauce - 43 d09 0

Tofal AcNarial Liability 2,770,227 2,510,358 IO.M1%

Mneket VxlueAssets $ I,76Q617 $ 1,517.,802 16.4%

Aa[uarial Vulue Assats $' 1,788,660 $ 7,729,413 3.4"/0

Unfunded Actunrinl Liablllty $ 981,567 $ 780,944 7S7%

finding Ratin- Market Value G3.G°Fo 503Ya 33%

FWnding Rafio- ACtuaz~ial Value 64.6% 689YO (43%.
mnomm'in i+mn..~,~ms

3. Contributions:

Txble 1-3 shows souses for the change in the net canb~ibution rotes and City contribuGOn
nmonut fa'om the rates and amouul calculated in. the prior report. The inoiease in the
MelpUarcontribution rate is primarily due totl1e as9umptiptl changes. The inoreASC in the
Ciry's mAnh•ibution rate is also primarily due to the assumption o6allgas, but is further
cxaggeratEd by the decreased payroll oveY wHieh ttie lJAL is spread. The Ciry's
ooi~t~96uCion amount wmild lave acfnnlly been lower than the ~xior valuation except for
the assumption cl~nng*es.

~41EIRUN 3. "



T1;oraArrn crre rmrLOVefs~ lu3ruu+,m~sN]'sys'rr,M
.IIIN~31q 2011 ACTONiIAL VALUA'f10N

s~cTioni
136ARD S77MW1ARY

Tnblc I l

ConM1'ibllfUn RCfU11f1IVAti011

Ihm Me~vbm~ Nm'inxl

Cify

T1AL Tn4J
7bfa1
City$

1. PY7; ?AI2 Comribnlion Reta 4.68% 12.96% 155N% 28.JJ°o $ 86.9

2. PJnn Expericnce

a)Chang¢Aneto lmoelm~~l loss 0.00% 0.00% 2.69% ?.69% K2

d)Cha~iyc Jue to ~Gnopnphic exP~+tencc o.14% (1.42% (2.79%) (297%) (SS)

e)Change due[o aggrcgatc payroll deaeasfn6 0.00% 0.00% A.16% 4.Ifi% Q1.6}

3. Assumpliun Chenkes

n)C7~nigc Auc to demographic asevmption chanyw 0.57% 7.45% 2.09% 3.54°h 82

b)Change Jue In explicit expense assnmptiun O.I9% O.SI% 0.00% 0.51% 12

c)CLnngc dae to cz0~~cit SRftR nSSUrohGon OAO% 2.59°/n O.OU'Yo 2.57̂/0 6.0

V)Chmgedw to cwnumic n~saumption changes O.1G% p.39% 4.f4% 5.01% ~ iLG

4. FYF 2013 ComiiM1ntinn Rete 574̂ Jo IS.U8% 26.37% 44.45% $103.0

In Suction 1V of this ce~imt, we }n~ovide more detail on the devetopmai~t of this wnhibotion

rate,

-il_-IROIV 4
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dUN¢ 3U, 20I I ACTOARIAL VALUATIOIJ

srcTiory z
BOARU SUMMARX

Q Iiisforicel Trends

Despite the fact that most of the aUention given to the valuaCion is with respect fi the inoel

reoenQy contented anfui~AeA acWarial liability, fw~ding ratio, and the System's conU'ibuGon

rates, it is important to remember that each valuation is merely a snapshot of tl~e long-term

progress of a pension fund. 1t is more important to judge a current yczr's valuariion re@ult

iclative to historicn) trends, as well as licnds expected into Ute tuNre. In Hie following

chaets, we present the I~istm~icai reends based on prior actuarial valuations. Phase mote that

prior to .Tune 3U, 2009, valuatimis were perfonned every other year. i3eginning June 30,

2009, valaatians are performed every yeu'.

In the char[ below, we present the histm'ical trends for assets (both mai9<e[ auA smoothed)

verses actuaeial liabilities, and also show Nie prograss o£the funding ratios einoe 1997.

Federated Acsefs and Liabilities 1997-2011

Tl~e City of San Jose Fa~erxla~ Lmployaos' Retircomnt Syatu~p

53 - _._ ._.__._______.. _ _

e i '. 'Ae~unrixl LixLi4ly -"~' Axmedp~oul4N ~MAs¢nm MarNel NVluc

N
j'

S2 ~ __. __. _ 
_ ~ —

~i

5I

30 ~
1999 1991 2001 2003 2UU6 2nn9 200Y 20.10 3AIll

Randal➢nlin 92J% 9J.J% 98.9% 99.G% 80.9% 82.R%. 90.1% 689% 6<.6°h

OAIgSmyLis) S 54A 5 9.d J @.E S 31.0 S 726.9 5 J3BA 6 909.fi S 9P0.9 d 96LR
(In Mllbna)

Alm~FU Vnlneuf>4+arprlo+'ro PPJAiviu env!' "̂~~^'°Pom~dyjm Abe FOiLVnviNleu fart

7'6e chart above indicates that from 1997 to 2001, the System's funding ~afio improved, but

was still in dufici[ status. 7'hcn, from 2001 to 2011 (Wills the exce~[ion of 2007), [he funding

'ratio stea~i7y cloclined. The dceJine is due priinatily Yo iirveshnenf experience.

-~i[IROfV 5
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sic rioty t
BOARll SUMMARY

in the ci~ert below, we present the hisWrical bends fm' the System's con~-i0u[ion rates since
the fiscal Ycar FnAing June 30, 1999. All inPorma6on shown prior to the Fiscal Year

Ending .Tune 30, 2Ui2 was calcidated Uy the prior acmaiy. Alsq please note shat the Fiscal
Vcar tiding 2011 rates shown do not reflect the phase-in oi' contribution rates that was
adopted for Members. The phased-in rate was ASh"/n

~'m lovor and Member Contributim~ Ra[es 199H-2(q3

TLe City of San Juse kederafed Employees' Retirement Sysfem

Sn ~
4S~ ^_ .:-Cmployer Bata ■Mombei's Rnte as asi

Y
a35%

X30% i __._. 
__.. __

~ IBdGNo

p IS.JZh 35.U% y}.82% IA96%
p ISl -_"_ ,i—

~ ]0/
'~Iq.g~/ dllY :d04% 416% „~~9.:

3/

0% ~

2834°h

Is%

1999 2001 2093 2005 2U0] 2009 20ll 2012 2013

Fiscal Y~wr Entl

The $ey foTncmatibn in (his char[ is the incr¢ase in the Employer wntribution rote since 2003.

The increase xcheduleei }~orthe IYisca] Peer L~ndin~ in 2W 3 is primerity due to the assumption

changes and the reduction in pzyiolL

The fo}lowing cha~•t represents Cf~e pattern o{the System's acCUarial gains and losses, brokon

into the investrnen[ and li@bi]ilyomngtrnents. The chart does notSncludo uqy changes in the

System's assets apd liubilitios alhibtitable tp changes to mefhoda, procedures or assumptions.

-HEIRUN ~
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SECTAON I
BOARD SUMMARY

9dI~C~R6 H'stm~icxl Gain/(LO9al 2005-2011

'Che City ofSm~ 7oee ~edurafed IDmploycee' Retiremwt Syslom

lnvcatmcnl G/CL) LLi6ilitY C/(I.) —NG Experi<nca Gl(l.)

~ 5100 _.. _.. _. 
_. _- ____

o ~

k" FSO :. ___._..

n

~~~`~~
~seo~ 

.~xdns / mm ~!. 3rtov .._. 2A~~ zau 
___.

~gao~

fs~sa> I ~— - -

/ Plan Year L+uBing

The 1<cy insights from ibis chuct arc:

lnveshnent losses (gold bars) in 2005 are pa~tixliy offset by imcstmcnt gains finm 2006

unA 2007. Prom 2008 l0 207 f, There were addilionul investment losses. Since the

actuarial value of nssels only recognizes a purCiup of the recent market losses, additional

investment 1~3sses on the actuarial value of assets are expeoted ~roer the next two years

followed by investment gains as the most recentmarkat roturns aro fully rern~nized.

On the liability side, Lh~ee of tl~m Pour valuatim~s showed ncNarial losses with 2010 and

2011 as Cha only exceptions. "Phe achuVi:d gei~~e in 2010 and 2011 me primaeily Aue to

acNat salaries being; less than expected. We expwt the new demographic assumptions

ado7>ted wlth this valuation to moeo accurately i~efleet fi~inte demographic experience

resulting iii e balance between firture gafnsand ftrtui~elosses.
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IiOARll SUMMARY

ll. Projected Tinnnciai Tronds

Our analysis of projected financial trends is nn important part of this vahmtion. in this

Section, we picsent our assessment of the i~npiicaliona of the luite 3Q 2011 valaaCion results

un the future outlook Por the System in terms of benefit seom'ity (assets aver liabilities) and

tBe expected cost progression.

In the charts that Fallow, we project assets and liubititias, the pay down of UAL, and tha

Employer contributions as a peroent of payroll on iwo different bases:

1) Assumin~* 7.5%return for 2011-12 and ene6 and every year chat follows, and

2) Assuming returns shown in the table below. These see rates oPreturn that vaq~ each year

but over the projection pmriod equals on avarage the assumed 9.5% iefm~n. We do Nils in

oi$erto illustf¢te the impact ofvolfttility 0ecause Ilte System's returns will never be Level -

eaoh and every year.

rre 7437 ~4l7. ZOlh 2➢1~ ?954 2412 202€ ~'L 29l! ~13d
ReNrn 2A0% 8:0% 3.0% 20.0% (4.J°/u) I8.0% ]3.U% 9A% p.0°it) 16.0%

FYL+ 7~Q~~ 3j~} j~P23 ~ 5 2nlfi }q7,2 ~1 & 202 ~R 39.J1

Ralmn 9:O1 (k0%) 6.0% 13.0% 16.0% (&0%) ~1fi.0%) an.ni 25.ON (I.0%)

Please note that the inves4nent rchu'ns shown above were selected solely to illustrate

the -impact of investment volatility on tlic pattern of tm~ded status and employer

cm~tri~ution rates. They are not intended to be predictive oT acWal fntr~re contribution

fates m• fimd¢d aCaius m~ even ko represent a resdistie pxtteni oPinvestment returne.

-~iiEiROtV 8



PP:DPRrt'fGU Cl9Y CMPLOYLLS'ItG1'1R1?MIiNT SVS't1iM -
.NNli 3Q 20ll ACPOAR[AI. VALUA990N '.

srcTroN ~
BOARD SUMMARY '.

Projection Set 1: Assets and Liabilities - '~.....

The chart below shows asset mcasw'es (green amd gold lines) compared to liabilities (gray bnrs). ',.
At the top of each chart is [he progressiun of Funding ratios. The key insight from this char[ is ',.
the stoady pmjecled improvement in Simded ratios iii the first chart, and how vaiyin~ invest~~eut I
returns can impaot the progression of i`unding ratios. '~

Chvrt l: Proicetion ofAssete and LiaLilities. 7.5'% return ench Vear

... sfi,onn _ _... _.. 
x6a err. '.

_ !A<1 ~Il inLility A ~ ~iN AVels —MnilmtAxeln a~~ e.x

S_ ,55.000 i fMa ]9% e05"

ti_
~~~~~~ r 48% L9Y. i % 

9 / tlSVo ~ ~ ~ ~~

6I% ib 65 Ye g '~
6311V0 65/ ,~ l ( o-~ ~ ~. ~ 1

~ ~ fi 1 ,
t } h5z uuu - ~

si onn l~ ~ ~a

40 ~ ~ ~ I~~ IS ~A 'A a _ '~ _ ~ _.
2011 2013 2015 20V 2019 2021 3023 N@5 ` 1024 J 2029 203Y

Ymr

Chart 2: R•aiection of tSesets and Liabilitles, vnrrirte reW rns avcra¢in¢ 7,5"/~~ limo
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SECTION I
BOARD 9TINIMARY

Projection Set 2: Projected P~,mployer Contribution 12nte

As shown in Cher[ 1 below, employer oonlribution ratev ere expecmd to inorcase over the next

two years as 1'hc 2008-09 inveshnent losses are folly recognized, and then decline us tl~e
subsequent investment gains are rentized. These contribution rates are signiGc~nUy grcata' than
those projected in the prior voluation (red line). However, much nF the increase is duc to the
reduction in payroll. As shown in Chnit 2 below, the projected amountof the wntribution is less
tUan what was projected in the p[ior valuaiion. Varying investment returns, as shown in Charts 3

and 4, can significantty alter the projected contribution rates and amounts.

Chart l~ 75"/o return each hear— Percen[aeu of Yav

6b% 
nh,AUte ~Men~be'Itats i2%O Vnl Uaselinc dry %.~..

sn r
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a°
=̀ao

38%

x211%
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SCCTION II
ASSETS

The System uses and discloses two different asset measurements which are presented in this
section of the repro[: market value and actuarial value o1`asse[s. 'fhe markot value represante the
value of the assets if`they were IiquidaCad on [he valuation dote. The actuarial value of assets is a
value LIla4 at[wn~~ts to slnoolh annual inveshnent return perfm'mnnce over multiple years to
reduce die impact of shoi4-teen investment volatility on employar eo~~h'ibution rotes.

On the following pages we prasenl dalailed information on thn System's assets:

A. Statement ofcash flows dm'ing the year,
13. Development of the actuarial value of assets, xnd
Q Discussion of investment performance For the year.

A. Cash I'luws

Table 1I-1 s}iows soin•ces Por the ohange in the mni9cat valve of assets.

9'Blllf IId '
Change in Mm9ai VNUe of Axxc~s

Aime3U, 20ll
6flsic' Cosl nflivin Tatnl Refipcment

Jame 3U, 2(110
Tu~sl lielirwnenf

arm v , u~imnnyo cur $ 1,106,322 .$ 404,4RU $ 1,512,R@ 1,356,636

Contribullune~
MemGer 21$13 J,a89 2g102 13,396
~~b 92,180 I]p~0 19,180 54,566
Tmal y' (3,693 5 ~ 20,OA9 $ &3,782 $ 67,962

Nef lnves6nent Gxr~~ingn^" y 213,159 .S 71,153 S 28A,312 $ 195,114

11omNYnyn~anta b )3,fifl9 $ 2GSN9 .t 12g218 $ ]06,912

Mn~4ci VOluq CnY N'Ven~' S 1 0 1 512 N0
~ I~Wudu 5111111ofM].I p)md Sek,lH fP~dof Vm~mdpeyinnigofY¢nmpeeiwN Awinrn iry NrmvNe

'! ➢mss i muMm~ mminp Im i nmimml mJ nJminitlmfi w mimes

~~F'~~1~~ 
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s~cTZOx ti
ASSrTS

Tzble it-2 shows [he development of excess earnings.

1'ablc iT-2

Dcvelopmuni afCxcefe Cernings es oY June 30,20ll

Retirement PnnA Reserve

EmP~o ec SRISR General Tutal
I. Total Earnings $ 213,759

2. Bnlar~ce, Jolt 7,2010 $ 201,166 $ 28,331 $ 878,824 $ 1,108>322

3. Net Cnshflow $ Q3,9a7) $ U $ (16,P89) $ (29,996)

4. Crediting Ratc 3.00% 7.95% 7.95%

5. p~~imaey lnlerest Crediting ~6 5,562 $ 2,252 $ 80,084 $ 87,899

6. B~~ancc, Sune 7U, 2011 $ I9Z,822 $ 30,583 $ 942,820 $' 1,165,225

~, L~xcess Earnings $ 12,526 $ 112,734 $ 125,260

$. Balaice, July I, 2011 $ ]92,822 $ 43,709 $ 1.,055,554 $ 7,291,465
dmm~Mn'In O~a~amida'

B. Actuarial Vahie of Assefs

To determine oo-going ftmiling t~equicemonts, most pension funds utilize nn aotuarial value of
assets that differs from the market value of assets. The actuai'ial vaWe of assets is teased on ~
averaging or smoothing yem~-fo-year market value returns 1'or pur~,us<s of reducing the '',
eosul[ing volalility on oontribu[ions. ~..

The actueriat value is calculated by recogi~izinb 20%of each of flee prior four years of actual '.,
investment experience relative to the expocted return on the acWarifll asset v¢lne (7.95%fm' '',
2010-2011, 7.75% fir 2009-2(Ilq R25% for pria~ years). The expectul return on the '~,.
actuarial value of assets is determined using the FunBs actosl cash flows and the actuarial ',.
rate of interest The balance ol'the actual invesmient oxperienoe is recognized in n similar
fashion in fiuure years. (See Appcvidix B for furth~e explanation of the asset valuation ',
metliod).

-~+IEIRON ~3
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SCCTION II
ASSY.I'S

Table li•3

Development uTActnarial Value of Assets

- J~me3Q 20ll
Basic Cost otLivin~ 7'otxl Retirement

Mnilre~Vnlbe ofASSCis $ t,29I,4tl5 $ 469,133 $ 1,760,619

Gnina/(Lnrsos) -
CurzenlYeer 125,205 38,99] 164,003
Prinr Year 72,529 18,926 91,h56
2nA Prior Yenr (343,20 (89,559) (472,764)
3rA Prior Ycm~ (162,621) {42,436) (205,061)

Dafarmd GA~ns/(Loxaesj
Current YCar (80'Y defa'[ed) 100,164 ]1,038 131,202

Prior Yeflr (fig% deferred) 43,518 I7,35G 54,893

2nd Priar Yenr (40% deferred) QJ],262) (35,823) (193,106)

aid PrioY Yca'(20%defured) (32 5251 (8.4R7) 41,012

Tmal $ (26,123) $ [],917) $ (28.042]

Actufli9N Valne oT Asaots $ 1317 G1U $ 471,OW $ 1988 GG0
amm~trmrlmnamb

C. Investment Perfurmnnce

The market value of assets internal ratc of return, nat of investmene and adminisLVtive
expenses, was 18,8% foi~ the year ending June 30, 2011. This is compared to a~i essnmed
rewrn of 795%.

On 2n actt~flrisl value of assets basis, the retwn for the year ending June 3Q 2011 was i.5%.
7Y+c difference is largely doe m the reoognitimx of deferred I~ss~esfroin prior years while 80"/0
of the ga(ti £or 2010 is deferred to future years. This retm~il produoed an overall investment
loss of $82.2 million for the year ending June 30, 2Q71.

+IE~R(7N ~~
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SL~'C'PiON III
LIABILI9'IPti

hi this s~etion, we present delniled information on liabilities for the System, including:

• Disclosure of lial»lities at June 3Q 2010 a~~d 7une 30, 201 I, and
• Statement of changes'in[he unfunded actuarial linbili[ies during the year.

A. llisclosure

"IWo types of liabilities are calculated end presented iii this report. Eaoh type is distinguished
'by the pm~pose for whioh the figures n~re ultimately used.

• Yresouf Vnlae of Ali Future Benefits: Used for measuring tdl fut~n'e ol~ligntions,
represents the expected amount of money needed today To fully pay off ali benefits both
earned ae of the v2luntion date and those to be earned in fhe future by current plan
parlicipanls, ender the current Plnn provisions.

• Actuarial Liability - I~:nt~y Age Nornwl (EA1V): Used for determining employer
conhi6uUons and QASB accounting dise]osuxas. This IiabiliTy is calculated taking tho
present value of all Luhiee bonetits and subtracting the ry~esent value of PuYUrc member
eontribuYions and Putwe employer normal costs ns determined under the EAN uetuarial
funding method. It represents tk~e expected- amount of mmwy needed. mday to pay £or
belief is attributed to service prior to the valuation date.

Table III-1 and Table II42-on the Following page disclose these IiebiliHes fnc thecui~~cnt and
prior year vatuaGi~ns. By cuUifacCing tUe nctilarial value of assets from the act~ai5nl liability,
tho net surplus urea unfunded actuazlxl liAbiliry (UAL) is determined.

TaUla ]31-3 shown t110 Entry Age Narm~l Cost H5 a petroen[age of pay. The Endy Age Normal
Cost represents the expected amount o£ money needed to flied the benefits attributed to the
next year of'scrvice under the EAN actuarial funding method. Administrative exyenses and
the SRF3R, which had been implicikly velue(7 zs peR of t4ie investment rehvn &ssumpfion, are
now expiiclEly valued as un addition to noamal cost (t1.79%oP ~layroll far adtni~~isnative
expenses anQ 0:35% ofl the marlce[ value of assets for Uie SRBR).

~~i+EIRQN 15
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9LrCTION III
LIABILITIES

A'rsent Valne ai'RUhme IIenefity

June 311, 2011 done 30, 2N II

Raxm Cu~Y Of Living Talni ReHrcmpif lLinl ltetiremenl

Reliro~ncn~ $ E44St~1 $ 2R"1.,J29 $ 1,83,290 5 1,189,232
9'onnine~ion fi1,551 20,803 N2,354 99,GY9
Uuitl~ 19,898 5,90A 23,782 3g360
Uisabiliry 30,142 10,5]G 40,]18 6G,21fi

Tolal AOtives $ 9~g132 % 39A,012 $ 1,230,144 .B 1,387,55]

Ite~ii~ecs I,Y9n,I X6 3]2,41R 1,590,694 1,271,308

Aencliciaics 93,694 20,057 ')3,951 ft1,911

Disabled 55,985 16,889 92,694 65,554

DeteneA Vesmd N1,9AX 29,23] llI;225 RS,904

SRBR NaInn~ A3,tU9 0 43,309 0

iMiornYrfillrcWMNx

Aclulll'iAI GnlFility

lane 30, 20ll ,IUnn30, 3010

Rflsic Cost of Living To1nI RMimmcnt 'Pofal Neliremenl

Aclive --"'-

Rctircincn~ $ G02,3R] ,8 212,919 $ 815106 E 906,339
Tenntnelion /1,9ftfi 9,219 31,OU3 42,}I8
Death I0,44G $319 13,795 2U,94R
Disnbiiity 14,206 9,554 189GD 3G,Sb2

"1'mal Ac~ivcs $ 64N,%55 $ 230,049 q 898,664 $ 1,005,660

lteifiees 1,198,186 304,918 1,57QG04 1,291,308

BeeeOuvies 73,!94 20,OSi )3.951 B1,911
Doubled 35,785 IG,889 92,674 63,554

l7efaeed Ves1eA 81y88 29,237 itly25 85,904

S12Nti l~nlnnen 43409 0 43,309 0_

emonrv.,~mlmwnrdr
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SLi'CTION III
LLABILITIPS

Table iIi-3
Nm•mnl Cost

June 30, 2011 Anne 30, 2010

6asie Cosf of Living Tuml Totol

Retirement ❑.7Y o 4.11% 75.90% 13.08%
9'ermination 1.99'% 0.56% 2.55% 2:06%
Death 0.45% U.16% U.61% 0.6G%
uisabii;ry 0.J3% 03S% 128% 138%
RecipraciTy 0.15% 0.06% 021% 027%

Sub-7~ata1 15.31% 524% 20.55% 17.44%

Admiu ~xpe~se 0.70% 0.00̂/n 0.~0% 0.00%
SR331i 2.57% - 0.00% 2.57% 0.00%
Totel 78.58"/0 5.24% 23.82% 17.4A"/o

$. Changes in UnGmded Achrarial Liabilities

The llAT, of any retirement plan is expeeled to oha~ige at eeoh subsequent valuation for a
veriery of reasons, In each vnluetion, wa iepoi~t on those ~leme~rts of change in the UAL that
l~eve pnRiculw~ signifieanoe or uotdtl potenGnlly affeot [he long-term £tnnncial outlook of n
retirement plan. Below we present key chan~us in liabilities Since [he last vnit~ntion.

Development of 2Pll Exporiauce Ga6dQ.,asu)

Item Amonut

I. UOTunAed ACtunrial l.iubility nt JUne 30, 2010 $ 780,945

2. Pxpected unftinded accived liability payment 42,490

3. Interest acerned 58,566

4. Ine~cose due to change in assumptions 787 54R

9: ExpccleA Uo}'iindod AnWnrinl Liability alJUno 3q 2071 (1-2+3+4) $ 960,569

!. AcMal UnfunAed Liability at 7noe 30, 2011 $ 981,567

7.llifPerance: (5 - 6) D,002

a. Porfion of (~dne fo invesiinent Spiv or Qnss) $ (R2,1GG)

V. Portion of (6) due to salziy decreases 127,350

e Pm'iion of(6)due to ~arlior than expncled roCvemancv (34,778)

d. Pmlion of(6)due lomoi4alityexperience leis khan expected (10,568)

o. Portion of (G) Aue Io o0ier axparie~me 3,1fi4

noimm4L~rim~vmida

-HEffi6N
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SlCT10N IV
CONTRIllUTlONS

In the process of evnlunting the financial co~~Aitlon of any ~ensimi plaq the acwniy analyzes the
zasets and liabilities 6o determine what level (if aivy) oP contributions are needed to achieve and
mainmin an appiropriate funded slaGis of a J~lan. "typically, the actun~ial process will use an
actuaiinl funAi~tg methoU that will result in z pattorn of contrihutioits thin are both stebic aitd
pirdictable.

"The actuarial funding methodology employcA is the EnUy Agc Normal xctuni'ial funding method.
Under 8iis method, there are hvo components to the total wntrihu[iac the normal oosk end the
unfunded actuarial liability conhibution. The normal cos[ rate is deteriuined by taking the value,
as of enU'y age into the piniy of each member's pxojecteU Future benefits. This value is then
AiviAed by the value, also ut entry age, of the eech member's expected fulm~e salary. T'he uonnal
coat rate is multiplied by current salary [o determine enel~ man~bei's normal cost AdminisW'ative
expenses and the expected net tcansfcr to the SRBR arc added to die enhy age normal cost.
Finally, the normal cost isredue:cd by the member contribution to produce the employer nm~mal
cost. The Arfference between tl~e actuarial liability and the actuarial value 4f assets is the
u4tfunded ac[uariAl tiabi~ity. The UAL is made up of the uiiamortized UAL as nF June 90, 2010
plus tl~c impact of the 207 1 experience, assumpfion changes find the 2010 UAL }payment that is
rnade on July 1, ?01 L

Tabla IVd provides bha payment echetlules to aroc~rtiza Nis iinfiiiided liability ae aP Sims 30,
2009 over 30 years, end any additional actuarial gains/(losses), assumption or method changes
a$er June 30, 2009 aver 20 years.

Table IV-2 nhows liow the Employer's contribution rate Cm' FYE 20]3 is developed. .The
methodology and assumptions used are in full compliance with the parameters set in GASB
Statement No, 25 tDr pitrpos~as ofdetermining the annuli required cootcibuSion (ARCj.

Table IV-3 shows the Employer' contribution dollar amow~[s for FYL 2013 assuming
contrib~tlons are mado at the beginning of the fiscal year. 'I'o the extent contributions aro mede
after the beginning of the Hecal year, the nmom3ts shoWd He ina~easeA ai an annual rare of 7.50
percent.

-~i1EiROIV ~ 8
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Ji1NG J0, 2Ull ACf0A1tiA1, VAI.IIATIUN -

BCCTION N
CONTRIBUTIONS

1'abie N-1
UAL Amorlizntion

Outstanding Hem~ining.
BNlance Pcriod

Payment
$Anin~mt "/n ofPny

Basic Re~L~ement $ea~efit
Golde~t liaitdshalce $ 16,525 28 $ 1,038 0.45%
2009 UAL 592,ll5 28 37,183 76A5%
2010 (Gnin)m'Loss 47,(96 19 3,787 7.G3%
2010 Assumption Change (38,315) 19 (3,042) Q3%)
20ll (Grin) or Loss 9,372 20 719 031
29ll Assumption Chnngea ] 17,018 20 R,982 3.$H%
7/1/2011 Puynient 39 596 0 0.00%
Total $ 784,007 $ 48,667 21.01"/u

CasfofLiving Bene~[ ',.

'., Golden Handshnlee $ 4,018 28 A 252 O.iL '..
20Q9 UAL 145,001 28 9,106 3-.93%
2010 (Gain)or Loss 3,46 19 276 0,12%
2010 Assumption Change (21,270) 19 (1,689) (0.7%)
2011 (Ga{n) or LO9s (12,773) 20 (950) (0.4%)
2011 Assumption Changes 70,530 20 5,474 234%
7/1/2017 Payment 8,178 0 0.00%
Total R 197,Sfi0 $ 12,409 5.3G

~IiEiRON 19
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SECTION N
CONTRiBi1'CiONS

Conhibntian Mtev

Fiscxl Yanr2011-12 Pis<nl Yanr 1010-ll

Rnsic COLA Tn(al Baeie COLA 'Cn~xl

Scrvicc Norinn7 Ruro 14J1% 3.9G% 1].87"/o Y.51% 29ft% 12AY%

2eciproci~y Nonnvl Ratc 0.15% OAf% U27% 020% 0.07% LL2]%

d Cily fVm~mal Rate 14.26% J.82% 18,08% 9.90% 3.05% 12.76%

ncfuicnq Ralc 2051% 525% 25.81% 125'1% 2.59% 1538%

(inlden H~ndshoke Ruln 0.45Yp ~ O;S!% U32% ~ x.40%,
CityllALRvM 21.01 °Jo 5.3(% 2fi39% 12.91% 2.47°o 15.58"/0

TnbIC IV3

CiIY ~~~GPoniion A~noanh PSOYI

3010

Heciproci~y Navnol Coei 747 X39 ~R6 f08 212 820
CiryNormnl Cost S J3,O14 5 %,649 S 41,889 5 29,956 S 9,35A S 39,111

~efeienuy GOSH 5 4],G'29 $ ~2,IG2 S 59,991 .fi 1N,(IC $ J,900 E 46,555
CpiJCn ryxndshnkc COST 1042 255 129) 980 23R 1118
PJIy llAL Cnaf $ A8~G91 $ 12,dY9 $ fi1,OflB S 39$96 S N,199 9 tl9~99d

~iiE1RON 20
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srcrion v
ACCOUNTING STA'P~MENT INFORMATION

S[aicmenL No. 25 of the Governmental kcconnting Standards Bonrd (GAS[3) establishes
standards for aaoounting and fnancial reporting of pension information by public employee
retirement systems.

7'he GASB No. 25 disctosnre compares the estuarial liability coinpu~cd Tor £ending pm~poses to
the eutuarial value of assets to determine a funded ratio. The actuarial liability is detem~i~ed
assuming that members continue to terminate employment, retire, etc, iu accordance with the
actuarial assumptions. Liabilities ore discounted at the assumed valuation interest ra{e of 7.5%
per annum as o(June 30, 20]0 and 7.95%per annum as of June 30, 2011.

GASB Sfntement No. 25 requires the acmerinl linbiliry be compared with fhe actuorial value of
assets for funding purposes. Tho relevant amaUnts as of J~iF~e 3Q 2010 and 7uue 30, 201 ] are
pre9ented in Table V-1.

PetlerateJ City Employus'.Rctirement Syatcm

1. Aoluuiai'Linbilitie
'~, aMembers Currently Receiving Paymwts $ 1,780,139 $ 1,-018;994 25.5%

'. b. Vcs~eA Tertni~atcJ and l~active Members ll1,225 85,90A 29.5%

~' c. Active Manbers ft]A 863 _ I.00S.GGO (12 bo/1
A. 'Ibfal Actuarial Liability $ 2,770,227 $ 2,370,358 I0.4ry

2. AcW:u issi Valve ofASSels $ 1,788,660 $ 1,929,413 3.4%

3. Unfunded ACwarinl liability $ 981,567 $ 980;9h5 25.7%

4. Raliu ofACmarinNalne ofASSCts

-~iiFIROfV 2t



~r~to~tan~~eu crrr utnrruvn:it~r ~:nru:t;mrrv~~ aysr~~sm
.IUNV, 30, 201 t ACTIIARIAb VA1d1ATION

SECTION V
ACCOUNTING STATGMCNT INFORMATION

Tables V-2 thivub~t~ V-5 xre exhibits for use iu the System'x Cmnprehensivc Annual Financial
Report (CA R). The Government Pinanee Officers Association (CiROA) recommends showing
at least 6 years of experience in each of N~ase exhibits. Tnble V-2 xhows die Notes to Required
Supplementary Information, 'Fable V-3 q~esents nn nnnlysis of financial experienec for the
valuniioo year, Table V-4 presents the Solvency Test whioh shows die portion of actuarial
lizbility covered by assets, and Table V-S picsenb the Schedule of Rending Progress..

Fable V-2
Federated City Employees' Retirement

The information presented In khe required supplementary achodules to die Financial Section of the
CAFR was determined as part of the actnprial valuation at the dn[c indicated AAditio~al
infoimntion as ofthe latea[ actuarial vaiuxHan follows.

Valuation date .liars 30, 20]7

Actuarial funding method Entry Age Normal

Amurtization mctl~od Lcvcl percent of pay, closed, layered

Equivalent single amo~tizatian peri98 25,2 Years

Asset valnailonmethod 5 year smopthiiig of return over or under expected returNs

Actuarial assumptions:
Imesdnentiate of return 7.50%
Projecleci salary~inerenses due 3.25"/0
to wage ~nf7ation
Cost-of-living adjustments` 3.0%per ye~+r

The actuarial assumptions used Itavc been recommenAed by the actuary and ado~ited Icy the
Fedaeated Board in October20ll based on the mQSf recent review of PederaYed experience.

The rate of employer cont~~ibu[ions to Federated is wmposed of the nm~mal cost, reciprocity
normal cost, amortization of the u~~fundad aowarial Iial~iUry and the golden handsh2lce rate. The
normal cost is a level percent of payroll cost which, along wi(h the member contributions, will pay
for projected bonePits nt retirement fa~ tUo xveixge plan partioipaflt. The actuarial liability is that
portlon of the present vahia of p~njected beneftYa that will not bepaid by funu~e employer normal
costs or member' contributions. Tl~e diAFerence behveen this liability and the £uods apcUmulated as
of the same date is the u~funde~i.actuariul IiabHiTy.. _

•~co~wu~n~xavi,~~me~,vor~.~a.nunn m..om.n~om~.,~atlo~o~n~~e~i~yWan~go,i .n.ea,.
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S~C7'ION V
ACCOLiNT7NG STATGMLNI' INFORMATION

Table V-3

GSfy of ban Jose Fel7erated City L~'ntployeex' Retirement System

ANALYSIS OIL I7NANCIAL EXYlRICNCG

Gain (or Loss) in Actuarial LiabiliTy J)m~ing Years ln4ed Jm~e 30
Resulting Crmn Ditferences $chveen AssnmeJ T:x~eriencc

and Acd~al Pxperienec
Gain (or Lass) f'a'
Yenr ~nAing

Tvue of Ackvity Junc 30, 20ll

Income

(or Lass) Dm~ing Y[+ar farm Financial RxpeTience

2ecnr~ing Gain {or Loan) Iteme

~ositc Gain (or Liss) lluring Year

$ (R2,1fi6)

83,h03

1,237

$ (186,317)

Tnblc V-4

Cily of San Jose FedcrnteJ C'ty Rmployees'xetGement Syxtem

GASBSOLVGNCY'PL~91'

Aci~im'ixl Linbillfluv Ror

Rdtb~ces~ Hmnxiutog Parfian nP~AChiArivl

Vninniion Active ammficinrius AeHVU Lixbllifics COVCretl

Dace Membm~ smd Other Membo~x' ReporfeJ Ly Repm'tedASSEfa
J~u~e 30~* CanfriLUflons Inectives Liabilities Asaefs°* (A) (6) (C)

2011 234,574 $ 1,8',254 $ 8~, 00 1,98QG60 1G0% 84"/0 0%

2010 242,94A 7,504,698 762,~Ib 1,929,413 100°0 99°/u 0%

2009 228,967 1,399,114 844,0]4 1,956,558 IUO% 100% I(°o

200] 214,52] 7,003,OU1 ]47,415 1,422,851 100Wo 100% 55%

2005 - 230,027 824,Oh3 657,300 1,3SA,454 100% IOG% 50%

2003 224,875 65,092 AS 1,73A 1,280,719 100% IDO% 93%

2001 210,397 529,85] 332,103 1,060,144 100% I~0% 9fiYa

I<v'uIl~M1lorlo (JJ~Y1010 ~Icnla~sl M1Y PtimnGawy Mmin6ximhm¢mid„

rr Aal¢~dul Vnlw alASety'

-~-HEIRON - 23
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AUflIS 3D, 2011 AC"fOARiAi, VALUA'iION

SCCTION V
ACCOUNTING STATF.MGNT INFORMATION

TxiJe V-s
ScLednle of Bonding Progress

UnthnileUAL
Ac[uaiinl Aclanrial Vnluc Adimrixl Unfunded Pnnddl Covered asn %. of

Valnxtion Dnfe of Assefs Llahility (AIJ AI. RNio Pxymll CovereJ Pnyroll

June 3U, 201f $ 1,~R&,G60 $' 2,%%0,227- ~ $7A1,Sh7 15% $228,936 429"/0

Junc3Q 2010 1,929,413 2,S1g358 ]80,945 G9% 300,N❑ 2G0%
June 30, 2009 1,756,558 2,AR6,155 729,597 71% 323,020 226%

June 30, 2007 1,622,X51 1,960,943 398,092 83% 291,405 II!%

June 30, 2005 1,38A,M154 1,911,390 32G,9IG 81°0 286,446 114%
Jame 30, 2003 1,200,]I9 1,1!7,691 30,972 98% 292,967 11%

June 30, 200] 1,OGQ144 1,072,333 72,189 99% 252,696 5%

Nou:w,~~iu nA~~mer3ano~a~.ercam~,m~~a er n~~ndo~~mon n~~,~,.,~,;,,n „oee.
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APP~NDIXA -
MGMBL,RSHIP INFOIkMATION

TxINC A-1

Sxn Jose Fede~nfeA City rmployecs' Retirement System

Active Member D:~[a

June30, 21tl1 Jwre 30r 2010 %COange

Tolnl

Cowl 1,274 3,X18 (142%)

Average Qu'renl Age 45.9 45.9 0.0%

Average 3arvica 123 12.1 1.7

Annnxl ExpcmcA PC~~si~nablelLnmings $ 228,936,398 $ 300;871,165 (23.9%)

Avu'akc Cx iecfed PCnsionablc Earnings $ 69,936 $ 78,758 (112%

Tnb1e A-2

3nu JoseFederafe<I City Lwpiogces' Retvcmcnt3~etoro

Nmo-AutiVeMw~6ar DOfa

_ Couut Avcrxge Agc.

June 311, 2011 June 30, 2010 °/aCLnoge Juue 30~1A~1 Jv~c 30, 2610 %CLnoge

Towl

IictireA &Disnbicd 2,979 2,68} 7I:0% C99 6&2 (d.4%)

llene5uoires 449 A28 4.9% 73.0 72] (l.4%

Pnyec TONI 1,428 3J11 10.2% CH.S 6ff9 (O.GYo)

Niactives 869 934 iB.A% 45'.6 45.6 OA%

Snn dose ~duntdi Gly l~niployec ̀Re(i~nmwLL System

Non-ACfivo Member Aafa

Total Anmml 6euc01^ Aven~gc A~mual RcncFif*

.IUnc 3U 2011 .IUne 30, 2010 %C6en6e ~~~~~030~2011 June 30, 2010 

~_

~,C~~~~~

Tomb
RUired &Dixo61W $ 121,3!6,908 $ 104,R41,4-05 15.8% $ 4Q941 $ 39,076 A.1%

F3enefl~tiaiies ri,5019a0 9,8t$,669 %.7°o IR,935 IN,2lgi 3.2/n

Payee TOml $ 129.868,888 .8 it2,lQ6.114 153% $ 37,RN5 $ ~f,213 4.6%

Invclives"? $ 11,556944 R 9,611,701 202% $ 13;?A9 $ H;095 1.6%
licnelfis providoa in lone 9U vnlnoiion data

*' Far Ineclivw, LumGl Is rnlailelcd brood on fhc dnlo assumptions vnd me(ho~ISmniincd in AllPandix A.
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APPRNDIX A
MEMBrRSHIP INP072MATiON

"°

Ao IbNe~l Ilml

~r,in~ n-n
S~~~a~.~r~a~rnm.icp~e~~nwy~~<. m~in~~~~~m~srr~G~~

DislriLnlion ulACllve MUnpeix as oLlnneJ42011

1.1tlu9 IOroll IS io i9 25 ioJ ]~m]J 35m39 90 Jntl6r Tolnl

is ~oa~ ti iin u o a u o o n iii
*m eau iY m aE sr o o u o u n an
s Gay a ~x ioo isa le o ~ -. o.. o o nis
901a A9 ] tl9 P9 19Y YS ]tl 2 0 -0N4

p510 Y9. 8 GV 69 191 75 Ion b 11 0 ~ !~A

SOIUSA .b. 1.19 (il 184 J~] I G 9 GI7

ss i~s~ ~i so ~a ~nsn ~n ~~ 3 u a ~sr
fi01u60 1.. 7fi 15 9% 71 3].. I 5 1 d IYL

L(w69 0 L 31 6 U 0 0 SL

_m c~~uf-y a3 n. soo i oz~ axe ~~n ies

_ 

r. i o in.i

'I'x~to. A-5
9a~~ diriu f Jmnlul Ory~ 6inplopci~x' ItelircnieU S}elan

1)iri~iLnliun n[Acliro MmnLea~n nv afdm¢]O~~OII -

Au IlnJOrl l~oi Slog IOlold InU

~~,.A

t01n2< 251n 25 ]Olul9 di to 99 ~IOmnl ~i Tnlnl

UnBeI¢.s S 11,9;19 S. fUllt S P§ D 5 S 0 S A S D.5 0 5 4 4~91f14$.

t51a]9 9J81 51,930 51,919 0 d U 0 0 0 `. d OB liS

ID1nlA YI,fiN -i]5%I 6J.9L5 ' 4t99fi `~0 0 4 0 0 A '39 M1~1.

roi~ 2a ?i~ ~ sqw seyi ~orzsf ivoav n a o r o bfiaia

d61o:IJ: i0,~~1 I. 1128h 9t 1'1] >OdOd 75 ))6 "/SN35 ]O,IdS 0 0 0 'I.90.3J2

JS In J9 9Y,3ti f5~]]9 9A}BI /5360 l99]d 96 "Ib ~I~IIOL A 0 0 9<.22~

SU IOS! 3L llI LX 631 .15,108 90~?)l l? NV ]AJ I"I J8, 10f 6!,/]4 0 I1 T131fi

651n4) ]1.116.. E9.111 "19.9A9 >d,99d i"/1)] 81.R2fi 99985 56.,P18 11 0 95.919

[•OWfiil. 1 IRO . )J,813 }46fl~ )9.]fl0. J14]E 94 ]l,~]l 15,699. IIIl R2 9 ']S,S<I

G51u 69 0 (3 Ub ~O lit OJ392 ]d,633 ]i919 ]0~1i5 0 0 D 9I,~fl5

IOarip u~ 11 _ ..95.953 JIA.'lll ]Lj~l >1:6ID 0 `.:]I.O~) II 1 0 Z9~I IY0

A 5nlnry A A9 nX r Ll p] y 90513 f RIS] % ]]931 5 9i.oy1~96)OA S 6~I,Jin S Im;2 6 0 9 4Y 91b

7~
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'rai~ient —_
9mn )ose Redein~ad CiIY GnipinYecx' Rolli'en~eni SYSicn~

ltetiiroes nn~ Disnbictl by AtlxineJ Agenn~l ltenetil CO"eeliveDaic

Av of Juna 30, 2011

n~~~~ni
1fIG+Nr'u U der~ll 501 t 5 X059 (Ot (J fi5Yn 69 90 9A 751 99 Bp In 94 tlS ~o f9 )I n~l~~ 'ITlnl

hV993 I I 5 9~~~IA 8A 156 1G9 1~9 62 ~ 619

1993 9 ~ 1 U Z ]2. tl J 5 0 Gn

199J 1 I 1 U IS 12 8 I

f995 2 0 I l `1 12 l0 I 1 "d JJ

IY96 ~ f 0 0 I 16 3S 17 L 2 0 "1~

191] I U 3 1 1( 16 IS t 0 0 69

1'PJb U 0 2 5 42 Ifi 11 fi 0 I 6'9

19L 11 0 I... K 32 Z2 5 2 0 V 9U

a1pU 0 I 3 6 AS Z6 4 I U 0 R]

EWI 0 A 1 1tl (2 75 1 V. 1 G. >IS?.

W2 I I ) SK 29 23 5 J. U U I22

IX~3 '3 1 17. ]5 Jft 39- 5 ~ ~ 0 9AI

WI ~ ~ 11 R.I AI 26 % 2 U U 196

Cps 5 4 Afl ]5 }] I l9 J U 0 I. 0: J6R

WL.. 1 4 i5 12 2]... ~5.. f 3 0 0 I58

fM9 3 L W 46 tJ9 '10 A U 0 '0 J42:

COB J 1l Yi 38 2t G 0 D U 0 19h

W) 0 lA 10).:. 55 31 G L U U b 218

010 2 3l IW.... IO2 1I. Ill 1 I.. U V. 950

np ~ n u i p. -o n n:
___

o o s

l ol.l
_

DS 8A
— --_

49A fiYl 5G9 49I 1>R R06 I59 4q~ 19]9

Avrmyn Abe n14atl~enimtlUls~p{lill' 59,6

Average CnrrGtl Agn b"l5

_AVUrge rinnnnl l'vntlon _ Y AU%AI
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APPENDIX A
MGMRI~,RSHIP INFORMATION

1'a ble A-7

Sa~~ Joso FeJerated Ci4y Employees' Retirement System
Dietribiition of Retiroes, DisaUled MentDers,

:md Beneficiaries ns of June 30,2011

A e Connl

Under 50 - h8
50 to 54 1 UO
55 to 59 530
fiG to 64 714

65 to 69 G09
70 m 74 495
75 to 79 343

80 to 84 268
851 89 220

90 and up - IOI
Ibtul 3,428

~~n

~, 400
0
U
Z~~

CflAl'f 1~-~.

~Cwmt Distribution

~55~ 05~` ~h~ ~b~` ~b~ aka o~~ o4a o4q ~a4

~1ra 5° 55 b° '°5 ~° ~5 . 9° s5 qo'~'0
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APPENDIR A
MLMBGRSi~lIP INFORMATION

'I'atile A-R

San Jose FederaYCd City Employees' Retfroment System
Distrib~ition of Retlro¢a, Disabled Members

and Beneficim'ies as oS Jume3Q 20ll

A p Mnual BenoRt

Under 50 $ 1,043,?A9
50 to 54 5,252,461
55 to 59 23,569,188
GO to 64 32,205,477
6S [o fig ~ 7A,377,769
70 to 74 18,778,539
757n h9 ]O,S~9,603
SOm 84 7,451,&31
RS to 89 5,277,SD7
90 and up 1,97U,2fi9

Total 129,&68,888

~, R35

o $30

:E25

c P~20

$15

d $70

~ $5

$0

Chart A-2

(Benefit Dish•(bution

~c~~~ w S~ w~y~ w ~ ~9~~ v̂ a v̂ ~ ~ v 
3q ao4

~ ,0 55 b0 bh ^O ^h ~O $5 gOroo
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AYYENbIX A
MEMI3LRSHIP INCORMATION

Dam Assumptim~s and Mekhods

In preparing our date, we relied without audit on infoimA[iun supplied try die Department of
Retirement Se~vioes. This information ineinAes, but is not limitod [o, plan provisions, employee
data, and financial information. Our methodology fm~ obtaining tl~e data used f'or the valuation is
based upon the following assumptimis a~~d p~.~ctices:

Records on the "Active" data fda Aye considered to be Aotive iF they do not have v caneun Lor
termination.

• Reoords on airy oY t6s data fries are ~ronside~roA to be ]motive. iP they 6eve a reason fbr
ta'mination of deterred vested or leave of absence/inactive.

Recm'ds oti the "Retiree° and "Beneficizny/QDRO° files are cmisideix;d in pay status if they
do not l~avc a dAte of death, arenot inactive earl have not withdrawn from the plan.

• Serv(ce for sotives fhat fiaYO no service amount iA calculated to be tite tine from date of bite
to the valuation date.

• Service for' inactives that have no service amount is calculated to be the time from date of
hire to date ofterminafioa

• TI3e most recent aniaual salary For actives is sat fo be "earnable inoome." ]E °earnable
income'° was iio6 provided, then the most recent annuol Balmy is oalci~latad to he
"compensation rote 2" multipliedby 26.

• 7'he aiumal benefit for inaclives is equal to 2.5% of final compensation per year nfseivicc,
up to e maXimnm of 7S%of final compensation. Members who terminated prior to June 3Q
2001 have Utair firrel compensa'(iou adjusted far athree-year average r§titer than a 12-month
average.

We easuine any roe~abe~~ Ponnd in lase year's "Retiiae" file and awl in this yaei's Ste has
deceased without a benefici&ry and should be removed from the valuation data.

• We assume all deceased members with payments continuing to a benefieiary have ah~exdy
Veen accounted far in tUe "Retiree" file.
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nrrcNn:ix s
ACTUARIAL ASSUMPTIONS AND T7CTH011S

A. Actnariel Assumptions

1. lnveafinent 12etmn Assim~ption

Assets are asswned fo earn 7.S"/o net of investment.

2. Interest Crodited to Mcmbor Contrihntions

3.00%, compounded annually.

3. Administrative C~xpenses _

0.70% of payroll is added to the normal cost of the system far expected t~dmi~ish'xtivc
expenses.

4. Fnhve SRl3R trnnsfcrs

0.35%of the Market Value of Assets isaddcd to the employer normAl cost to estimate t{~e
average net tr~nstor to the 5Ri3R.
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APPF,NDI X B

AC1'OARIAL, ASSUMPTIONS AND MCTgpDS

5. Salary L~crease Rate

Wage inflation component: 325°/u

]n addition, the following merit omnponent is added based on an individual member's
years of service:

Table l3-1
Salary Merif Tncrcases

Yenra of Seiviee Mci~j{/Lon ~evit

0 4.50%
1 3.50
2 2.50
3 1.85
4 1.40
5 1.15
fi 0.95
7 0.75
8 0.6D
9 0.50
10 0.45
11 0.40
12 035
13 030
14 0.25
15+ 0.25

G. I+muily Compo5ii~on

Yercentvge married is shown in the following "fable B-2. Male recirees are assumed to be
Uiree years older then their pnrtnes, and female retiraaa aee asauma8 to be Ywo yams
younger than their partner.

Taible B-Z
Pmrcn[age Married

Gender Percenta e

MnIGS $O%
Females GO%
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APPENDIX B
ACTI7ARIAL ASSUMPTSONS ANA MG'fIIODS

7. Rites of'ferminatinn

Stvnple retes of termination are shown in the following Tahle B3.

Table If-3
Bates uYTermim~tiun

.5 or mm•c
0 Yenrs oC 1-A Years of Yeai:s of

A =e Sc~vice Service Service

20 20% 10.00% 5.50%
25 2U 10.00 530
30 20 9.50 4.85
35 20 7,20 4.20
RO 20 5.G0 3.p0
45 ~ 20 4:60 7.85
50 20 4:00 1.73
55 26 4A0 0.00
60 2D 4.00 U:00
65 0 0:00 0.00

Wi@drervaVrenninntian rnrce An eat aua~r onv~e a member is clipibic Por re~ireincm

20% of tsrminnting employees arc aesnmed to subsequently wont for a reciprocal
employer and receive 323% pay iucreeses per year.

S. Rates al'Refund

Sample rutes of vested terminFited employees electing a refund of cmib~ibutions az'e shown
vi thefollowing TaUte $-4.

PAble B-4
Rates of Refund

A e Refund

20 40.0%
25 30.0
30 25.0
35 20.0
40 75.0
45 70.0
50 4.0
55 0.0
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APPCNDIX I3
ACTUARIAL A55UMPT10NS AND MCTl10116

9. Rates ofDixability

Sample disability rates of active p, rricipants are pi~ovidcd in Table B-5.

Table 13-5
Rates of llisalnility at Selected AgeF

A e llisabili

20 0.030%
2S 0.033
30 0.056
35 0,098
40 0.162
45 0232
50 0.302
55 0376
d0 0.455
GS 0.504
70 0.000

50 % of disabilities u~e assumed m be duty iclatecl, and 50°/a aye assumed to be non-dory.
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~Z~~NplX B

ACTUARIAL ASSUMPTIONS AND Mi~:TFIODS

10. Rsttes of Mortnlity for Heait6y Lives

Mortality rates for naives, refi~ces, I~eneficiaries, terminated vesteJ and reciprocals are
6uscd on [he male and female RP-2000 combined employcc and annuitant tables. To
reflect mm'tality improvements since the date of fhe table wed to projoul futuco mortality
improvements, the tables are projected to 2015 using scale AA and satbeck two years.
The renuiGng ra[ere ore used for all age cohorts.

TaLle A-6
Rates of Mm•tality fm• Active mid Retired

Healthy Lives nt Seleeted Ages

A e Male T¢ioaic

20 O.D237% 0.0152%
25 0.0297 0.0155
30 0.0365 0.01 JC
35 Q.OSRS 0.0344
40 0.0881 0.0484
4S 0.1100 0.0747
30 0.1460 0.1092
55 0.2154 0.IS~I1
60 0.41g0 03639
65 0.8104 03094
70 1 Ad64 12471
75 2.4223 2.0673
80 43489 33835
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APPENllIX B
ACTUARIAL ASSOMPT70NS AND METHODS

ll. Rates of Mm4atity fm' Retired Disabled Lives .

Mo~Tality rates for disabled retirees aic bused on Nie CALPERS ordinazy disability
mortality tables fi'om their 2000-04 study fur misuellancous eitryloyeeq.

7'abie R-7
Rates ol'Moi~tality for Disabled Lives at Selected

Ages

A e Male Remule

20 0.664% 0.47R1
25 0.719 0.492
30 0.790 0.512
~5 0.984 0,548
40 1.666 0.674
45 Ib46 0.9NS
56 1.632 1245
55 .1.936 L580
60 2.293 1.628
65 317M1 1969
70 3.870 3.019
75 0.001 3.975
80 8388 5.555
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AI'PEiVDiX B
ACTUA121AI. ASSUMPTIONS AND MCTIiODS

]2. Rates of Retirement

Rates of reliremcnt are based on age according m the fellowiog Table B-8.

A c

Table ll-8
Bares of Retirement by Agc and Service

Less thrut 30 Years oT 30 ar urore Years of
Se~'vice Service

SU 0,0% ~ 60.0%
51 0.0 60A
52 0;0 60.0
53 0.0 60.0
S4 OA 60.0
55 17.5 50.0
56 S.5 50.0
57 8.5 50.0
58 8.3 .50.0
59 9.5 SOA
60 9S 50.0
61 16.4 Sq.O
C2 16.0 50.0
63 76.0 50.0
64 ]6.0 50.0
(5 25A 60.0
G6 25.0 60.0
67 25:0 60.0
68 25.0 60.0
69 25.9 60.0

70 &ova' IOOA 100.0

73. lleferred MemLer Henefit

'17ie Uenefi[ was estimffiad bmeed on inTnnnnUon prowid¢A by the Department of
Retircrnent Services. The data useA to value the estimated deferreA benefit were credited
servioe, date of terminalion, and lest pay ante. Based on the data provided, highest
average salary was estimated.

] 4. Other

The canll~ibution requii~ememts and benefit values of e plan are calculated by applying
actuarial assumptions to the benefit Provisions and member information,. using Uie
aotuarial finding methods described in Ilio following sw[ion.
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ACTUAI2TAI, ASSUMPTIONS ANll METHODS

Actual experience of Federated will ~~ot coincide exaotly with Usswi~CA eXj~erienues,
regardless of the choice o£the assumptions, the skill of the actuary or the ~secision of the
many oaloulatiuns nnade. Each valnution providss 2 con~piote recxleulation of assumed
Tuture experience and fakes into aocounl ali past difTerences between assumed and actual
experience. The result is u conlinazl series of adjustments to the coinpu[ed contributio~~
rate. From time to timo it 6ecomos npproyriete to modify wee o~' mare of the
assumptions, to reflect experience trench, but not random yeao-lo-year fluctuations.

I5. Changuw Since Irnat Valuation

Actuarial assumptions have been chxngul, based upon recommendations from the 2011
acWarinl experience study that were adopted by the Board in October 2011. The chnuges
af'Yccted the invesUnent raCUrn, wage inflation, ealn~y me~3t increase, family oamposition,
termination rate, disability rate, retirement rate, healthy and disabled moiRnliTy, reciprocal
mte, and refund rite aASmuptions. For e complete description of these uhangcs, please
~reYo~~ Yo dha experience sW dy i~eporl dafeA May 12, 2011.
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aYrcNnix a
ACTDARIAL ASSUMPTIONS AND MI±THODS

B. Actuarial McHmds

1. Actuarial Fm~dinq Methud

The P.ntry Age Normal actuerinl funding method was used fm' active employees; whereby
the normal cast is compuleA as the level annual percentage of puy required to fund the
retirement benefits be[weon each member's Aa[e of hire 2nd assumed retirement. The
ach~arial IiabiliTy is ffie difference between the present value of fuhire benefits and the
present value of furore nonnai costs and represents the target amount of assets die System
should have as of the valuation date to fetid the benefits as a Icvel ryeinentage oFpayroll.

2. AssW Vvtuntion Method

For the purpose of determining tfie Empbyer's contribution, an netunrial vzlne of assets
is used. The asset smoothing method dampens the volatility in asset values that occur
heceusc o}' 17uctuatiuns in mmitc[ conditions, resulting in a smoother pattern of
contribution rates.

The actuarial valve of assets is calculated by recognizing 20% of the difference in each of
the pcioe Four years of acwal inueshneirt returns oomparec{ to the wcpected retueu mi the
mad<etvalue of aesets.

3. Amm•tizatiun Method

Tha uufun<led actunfinl IiablliTy i8 the difference between the actuarial (inbifiry and tl~e
actuarial valve of nesets. Tile anfimded ac[uai9al liability as of Jnne 30, 2009 is
amortized as aievel percentage of pay over a closed 30-year period commencing June 30,
2009, AcLUerial gains and losses, assumption changes, a~~d plan changes are amortized as
a level pereeii[nge of pay ovev~20-year periods l~eginn~ng with the valuation da¢e in which
they firs[ arise.

4. 9npplementxl Rodrbe Bene~jC Reserve (BRBR)

Begi~viing with ttds valuation, tha SRBR balance is added to the eokiarial liability anal the
assets are included in the acNarial VnWe of assets. in prior valuations, the SRBR Valance
was excluded from both rho actuR~'ial liability and the actuarial value of assets.

5. Confribnflons

At its November 2030 meeting, the Board adopted a policy setting 8ie Ciry'a confi'iboYion
fo be llie greater of the dollar amount reported iii fha actunrisl m~uuGnn (adjus(ad for
interest based on the time of the coneri6utigu) end the dollar amount determined by
ttpplyiug the percent ofptiyroll repmtod io tha actum'inl vnlun6ionio the actual payroll'Pnr
the fiscal yezr. The City and Member conlribntions determined by a valuation become
effective for the l5soal your oomM~nclig one yoarafter die vatuntion date.
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A19'~NDIX C
SUMMARY OF PLAN PROVISIONS

7. MembersLip iiequirement

Partloipalion in the Ylnn is immediate upon the first dny ofIldl-time einployn~ent.

2. 1'Snn1 Cmnpensntion

Members who scnnru[ed Gum cih service nriw~ to Jm~e 30 2001

The highest averago anm~al compensation ea~r~able dm~ing auy period of throe oonseou~lve
yews.

Members who sconrnted frmn city service mi ar after Jmte 30.2001

The highest average annual compensation tamable during any period of rivelve wnsecutive
months.

3. Credited Service

One year of se~~~~ cn'ed$ is given for 1,739 or more hours ofFedeiatad city service rendered
in eny cttlendar year. A pni'tial year (fraction with the numerator egqil to the hours worked,
and the deHOminator eyiial Yo 1,739) is given for each calendar year with {ess fhau 1,739
hours worked.

A. Mem~eT Contributions -

Member

The nmount necdcd to fund 3111 of be~efils accruing for the current ycnr. Thcsc
enntributions are credited witk~ inle~rst a13.0%yer yenr, compounded xnnunlly~

~molover

The Employer amtq'ibuWS die icmainin({ amnwlle necessary to maintain tho sonnAness of the
Rotiremeu4 System.

5. Servico Retirement

~ i ibili

Age 55 wi0i five yem's of service, m' any Ege wifli 30 years aF service.

Benefit— Member

2.5% of Final Cornpensn4ion for cuch year ofaredited service, subjwt to a mAximmn of 75
of'Finnl Compensation.
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APPL~'NDIX C
SUNIIVIARY OIL PLAN PROVLSlON3

Benefit- Survivor -

50%of the servioe retirement benefit pNid W a qualified survivor.

6. Service-Connected Disabil(ty Retirement

Pli i ili

No age ur service requirement

Benefit- Member

2.5"/0 of Final Contpensatiai for each yenr ofcreditcd savicq subject to a minimum of 40%
end a maximwn of 75% of Final CompensaPion. W9rlcers' Compensation benefits are
generally offset from tMeservice-connected benefits under this system.

BeneSt-SaPVivur

50% ofdie disability rctiremenu henofttpaid to a qualified survivor.

7. Non-6a~vice C~~mected Disability I2eEir¢m~ut

Ali iUili

Five years of service. '

Benefit-Member

Mevnbars who r+ere hired priw~ to SeplembGr 1, ]998:
The amaunt of the service-connected benefit reduced by 0.5% }'or each year that (he
Aisability age preceded 55.

Mmttbe~s wko wane hired on m~ q/)er~ $vplembar 1, 7998:
20% of Final. Compenretion, plus 2% of Final Compensation fm' cxch year of credited
service bchveen six and 16 years, plus 2S%of Final Compensation fur each year of credited
service in excess of 16 years, snbjeetto a maximum of 73%ofFinnl Cmnpensation.

Rehefit- S}~~vivm~

50%of the disability retirement buneCtt paid [o a qualified survivor.
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nrrrtvnix c
SUMMARY OR PLAN PROVTS10N5

& Death While an Active Employee

Less tlinn five Years of Service. nr No Onaiified Survivor

Lump snm benef[ equal to the aocumularod refimd of all employee oontributio~s with
interest, plus ono month of salary for each year of serviot, ap to a maximum of six yunre.

[~`ive or mote ~'enrs of 9ervicc

2.5°/ n£ Final Compensation for e¢ch year of credited se~vicc, subject in n minimum of 40%
and e maximum of 75% of Pinal Compensation. The benefit is payable until the spouse or
registea'ed domestic paflnennarries or establishes a domestic partnership. ]f the member was
age 33 with 20 years ~f service at death, the benefit is payable for the lifetime of the
membePs spouse orTegistered domestic parluer.

9. WiP6deawal Benei7es

Leas than fine YONrs of Service

Lump snm benefit-equal to khe accumulated employee contributions-with interest.

Five ar more veais ufcredited service

7'he amount of the service retirement benefit, payable nt age 55.

10. Addilio~al Pos[-retireanent llenth Benefit

A death benefit peyxble as a lump sum equal to $500 will be paid [o a qualified survivor
upon the member's death.

11, Ynst-re~iremonk Loaf-nf-Living Benef{t

Benefits ere increased every April I Icy 3,0%, regardless of uctuui inflation.

12• Supplemental RetireeBenofit Race~ve (SRBR)

Ezc6 yenf, ] 0% of Fxcess Emvings, if any, are transferred to Ute SRBR, a~td the SRBI2
balance is orediled with interest equal to the actual gate oY ieairn np to tfie netuarially
asswncd investment return, bat not Iesa N an $0. TGe interestUr¢dited to the SRBR b~Iance is
UisicibuCed to ireCirzes and beneficiaries along with any balance (before interest crediting) in
excess oftheminimum balance established by the Sos~d ($7,000 per retiree/beueficia~y).

Note: TLe sumttlary of mater plan provisions is designed to outline principal plan
ben¢fite. IT the Depnrhnent oY Retiirement Se~viaes shmild Pnd the pla~~ smmKary no[ in
accm•d9nce with ttte xetunl provisians~ the actut~ry should immediately be elected. so the
proper provisions are valued.

~HEiRON ~ 42.



~asnuenrru a~•Y r%mr.ovrrs~ nrTmcmrrvrsvm~r¢w
JOM1T 70, 20ll ACTIu\RIN, VALUA9'ION

nrr~nrnix n
GLOSSARY UI~' TERMS

1. AcEuarial LiabiHq~

The Acmm~iul Liubiliry is the difference between the present value of all Poturc system
benefits anU the present value of total fi~n~rs iio~mal costs. This is Also refen'ed to by scone
actuaries as die "acorued IiabiliTy" m~ °acmadal lizbilit}t"

2. Ach~ario-J Assumptions

Pstimates of fnhire experience with respect to rates ~f mortaliTy, dis[rhility, turnover,
retirement rate or rotas of investment inoome and salary increases. Actoariel nssumpGOnv
(rates of mortality, di~ebiliry, turnover and retirement) nee generally based on pest
experience, often modified for projected changes in conditions. Gconomic assumptions
(salary increases and investment income) wnsist of an underlying rate in an inflation-fi'ee
onvn~onmenl plus a provision Fora long-term avorage rote of intln[ion.

3. Accrued Service

Setvioe credited lender the System which was rendered before the date of Che actuarial
valuation.

4. Actuarial Thquivalont

A single amount or sefies of umotmts of equal actuarial value [o another single amount or
series of amomrts, computed oi~ [he basis of appropriate actuarial essumptiae~s.

5. AcGiarial Runding McHwd

A mathem~Gcal budgeting nroccdure for nllocxting Nie. dollar amount of the actuarial present
value o£ a retirement system benefit I~etween fuwrc normal COSt find actnnrial acaued
liability. Sometimes rOPerivd to as the "acWerial fimdiug methodY

b. Actua~~iai Gain (Lase)

The diffea~enee beSY✓ean actual experience add uctuarixl nssamption znlicipated experience
during [he period betFVeen two ao[uacial valuation dates.

7. Actuarial Present Vah~e

The amount oC funds c4~~'ently required to provide a payment or antics of payments ~n the
future. It is Aetei'min2d by diaCOVnting fvtw'e payments at predetermineA rotes of interest,
and by probabilit+es of pnymenf.
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8. Amortization

Paying off an inkereshdiscowrted a~.iounl with periodic payments ofinterest and piinoipnl—
ns apposed to paying offwilh n Iwnp-sum payment.

A Anm~a) Required Conh~iba(iun (AR(~ ~mder GA5B 25

"[7~e Govermnentnl Accounting Standards Board (GASH) Statement No. 25 defines [he Pian
Spansoi's "Annual Required Conh'ibution° (ARC) dial nms[ be Aisclored annually. The
System I~tp7oyor computed contl'i6uCion rule for PYS 2013 maets the pttrnmete~~s of QASB
25.

10. Nm~mal Cost

The actuarial present vxli~e of retirement system Uenefits allocated lu the current year by the
actuarial fund~g mothad.

1 i. Set basAdSet forward

Set baelc is a ~~eriod o£ yeaec that a standard publishc~3 ta61e (r,e., marfaliry) is referenced
bac3cwards in uge. For instance, if the set back pen~iod is two yoara and the participant's age is
cun~enLly 4q then the table vuiue fm' age 36 is used from We standard publisiaed table. it is
the opposite for set forwarA. A system would use se[ bracics ~r set forwards to compensbta for
mortality experience in their work force.

12. Ur~fundad Actuarial Liability (UAL)

The unflmded actuarial Ba6ility repirosouts the difFerenoo between actuarial liability and
vuluutiun assets. This vnluc is sometimes referred to as "unfunded actuarial accrued
liaUSlity.,,

Most re&cement systems have unfimded ach~arial liabilities. They typio~lig Parise each time
new benefits are added and eac7~ time expeiaence losses are realizeU.

The existence o'P unfunded actuari[il ncaved liability is not in itself eu ivdicatoe of poor
funding, Also, unfiinde<7 acNnrial liabilities do no[ repeesenr a debt that is payable today.
Whit is impnrtant is the ability of the plan sponsor to amortize the uofimdod aetr~arini
liability and the tend iu its amount (afeer due allowance for devuluaCion of thedollac).
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7auunry 7, 201

Retirerc~ent Board of the rederated City
Employees' Retirement Syslem
1737 Norlh 1'~ Street, Suife 580
San lose, CA 95112

Re: CSty ajSnu Jose Perlernterl Retiree HeaRh Cm~e Pla~r Vn(uatlnn

Dear Members of the Hoard:

At your request, we perfm~med the 3une 3Q 2010 netaerial valuation of the City of San Jose
Pedernted Retiree Heatlh Care Plen. The valuation resuiffi with respeG to Otlier
Postemployment HeneYits (OPBB), covering posh~etiremeiit haelth and dental iiisurancc

beneFits, are contnined in This report. The prior Valuation wns perFarmed by Gubriei, Raedeq

SmiAt and Co~upairy.

Appendix A describes the Member Datn, AasumptiAns, and Methods ueod in ealoulating the

liabidties contnine<1 in tUe report. We relied, wi1}iout audtf; on infoi~matiDn provided by the
City. AUpendix B contains a summary of the subs{gfltive pinn provisions bnseA on
dooumeniation provided Uy and Qiscussioi~s with City ofSau Jose's stuff.

The ecsul[s of this report depend on the Future experience conforming to the actuarial
nssuroptions used. 7'he results will change fi the extent that future experience differs from

the assumptions Actuarial computations nre cnlmilnted bused on our understanding of GASB
43/45 and nre for purposes oC &dfilling plan a~~d employer financial accounting requirements.
De(ermina[ions Tar pw'poses ad~er than meeti~y~ .plan or employer financial accom~ting

requirements may be significantly different from the result& in phis report. This report also ,
contains actuarial computntiuns baseA on our understanding ofthe Ylnn's funding policy. We
have not incorporated tUe i~nyact ofthe Patient Froleotion a~ul Afr9+da6le Cere AC[ of 2010.

Ai its December 2010 meeting, the Rgard adopted a pnliCy sefting the Annnnl Required
Contribution to be the greater of the dollar amount reported in the actuarial vnluetion
{ad,li~sted far interest based on the time of the contribution) and the dollar amount determined

by applying the percent of payroll reported in the actuarial velnaGon to the ~wtual payroll for

the fiscal year. For example, basod on this valuation report, the Contl96ntion required for the

fiscal year ending June 30, 2012 is the greater of $21,B70,b7D (if paid 7p/201 d) end 7,16%
ofaotuel payroll for the period from Jnly 1, 2011 through June 30, 2012.

W e hereby certify that, m Iha hest of our knowleClge, [his cepolT is complete and accumie and
has been prepared in ncoordance with generally recognized and accepted actuarial pnnoiples
ai3d pixetices which are eonsisfent with [he applicable Acfuecial Standards ~f Pi~actioe as
Promulgated by the Actuarial Standards Board. We are Members of the American Academy
of Achiaries and, col lectively, meet the Qaaiification Standards of flee American Academy of

Aclunries to render the nctunrial opinion contained in this report This report does not

add~~ess vry cantrachial m~ Icgal issues. We Arendt nHOrneys suet ow flan dose not provide

any legal services or advice.

V5UTy5onsOVUew~d,5NIP 110d,MCLean,VA 2210E Te: J03g93.1456 5x: %03.8931006 wxvaheimnus



Retirement Board of the Federated City
8mpioyees' Relireinent System
January 7, 2011
Page ii

Sincerely,
Cheiron

William R. Hallmark, ASA, PCA, EA, MAAA Mang re~ A. Tempkin, PSA,.EA, NIAAA
Gonsultiug Achiary Consulting Actnniy

-~IdGRt7N



(11TY OF tiAR,tOSI~,
JIIFC 30, 4010 O'PlILR PO3'I GM11YL01'Ai1:iV'1' HLHGFI'fS

INTRODUCTION

"I'he Retirement Board of the Federated City Employees' ReliremeiH System bas eng&ged
Cheiron to provide a valuation of t{~e City of Sen Jose FeAerated Reliree Health Cere Plan. The
primary purpose of yerforining this actuarial valuation is to:

e Determine employee and City conU'ibution rates for the Piscnl Year wiling Jima 30,
2012,

~ De[ermii~e the accow~[ing .mil financial reporting items under GASl3 43 and 45 fm' tlro
Plan and the City of the retiree health and dental insw~ancc buierts;

• Show sensitivities to changes in trenAs xnd asswi~ptions; and -

IlWstrnte the long-teem effect of tUe funding sirntegy on projected contribution
iroquiremeins anA GA56 aowunting and finauoial repm~ting Cor the Plau and the City.

Nunrling l'a/ic~~

The City has negotiated conlmcts with its labor cations they require bnih employee and City
conYribu~dons to fund the Plun. The ngreements oali Por a five yeflr ti~ahsition to fu0y funding the
Annnnl 12Qquired C;onh'ibution (ARC) unde~~ GASH 43 and 45 using a sh'aig6t line method, bui
limiting the incremental increase l0 4.75% }'or ~lic members.~nd City daring the phase-iu period.
The unfunded liability as of June 30, 2009 is amortized aver a cloned 3U-yezr period as a level
paece»tage of payroll, and subsequnnl gains and losses, c~hanses in Eissuenptions, anA changes in
plan provisions are amortized over 20-year perioAs from the first valuation recognizing the
change.

The c6n4~ibutions Far ~'etiree medical benefits arc slit evenly between employees nail the City,
and thn coirtribufions for retiree dental benefits are split in the ratio of 8 l0 3 with the City
ooufcib~fing 8/1 I affhe total ron~ribution.

GASFJ'a~ OPLB He~ttiren~exts:

The Governmental Accounting Stautlards [io~cd (GAS6) has relexseJ Srntement h3 regarding
$nn~tcial reporting fm' pos4emplpymentbene~ts pl2iis other7~»~1 pension plans and a campxnim~
Statement (number AS) regarding the employer accounting and lio:~nciel reporting for these
plans.

if an omployer is not oontributing the £all ARC to the Plan, GASB requires the use of a disenunt
~a[e that blends tlse cxyected return, ~n pion assets (7.95%) with the expected return on employer
assets (h.50%j. Por the 2030-] 1 Rscal yeas, [Me tu71 ARC was 999% pf pay, but nailer tlic
plaese-in, the City is only con4'ibutjng 6.41% bf pay, oe 6b% of Ste ARC. Consequently,
Pollowiiig tl~e method previously employed, we have calc~lxtad a blended discount rate oT 6.91%
for this vzluntion.
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"fhe table below presents fhc Ivey rosulis ofthe 2010 valuation.

._.,. - Tn61e 1 
___..~~_._._.

Smmnvy of Key Valnatinn liesnits

^._.._.. in thunsnnds
_. ..~ ._ ~,.gym.: —

Valuation D:ife w T_„ ,~
_.. .....~~~_...~,.~._

~~_.. ~_~ ~6/30/2010~~.~.~_ 6/3012U09

Discount Rnte ~~~~.~ .. 7.95% ...6.71% -~. fi.70%
Ach~arial Liability (AL) ~ 789,48G $ 926,371 $ 796,448
Asseffi 108,011 108,0 11 83,564
Unfimded Actuarial Liability (llAL) $ 681,475 $ R18,360 6 710,884
Funding Ratio 14% 72% 11%

Riscat Year T,ndin 6/30/2012 6/30/2011
Member Conlribafimi Rate 6.51% 5.7fi%
City Gonh~ibntion itete 7.16% 6.41%
Cit ConL~il~ntion Amount be innin rof ear $ 21 471 R 18 530
Fiscal Ynnr~iEdin 6/30/2017 G/30/2010
CiTy ARC
--if paid nsa percent ofp~y 15,85% 1197%
-- if. aid ilitou houP the fecal eac $ 47,593 R 38,599

The remainder of U~ia report pirovides zdditional detail on our analysis. First, we presont ~hc
results of oar baseline actuarial smAy and sensitiviTy analyses to both assump/iuns and benefits.
We conelude with information to sn6sfy the GASH OFHB accounting enU financial rep¢rting
requirements

'fhe fundamental pnnoipis underlying most actuarial methoAs, as well av the GA56 ncoounting
standards, is that the cost of a member's benefits should be rewgnized over the period in ~4•hich
benofits are earned, a'afher than Nie period of benert dietribufioa The nm~nml cost Is flee anmiel
amount witicii would be sufficient m fund the pla~~ benefits (net o£ i~atiree contributions) if it
were paid Tram each employee's date of hire until termruation or retirement. UnAer the metliod
used in our analysis, the annual cost is determined as a percentage of pay. This mezns the
underlying dollar amount is expected to increase each year as salary increases. The rtdum'in(
1(nbidify repres~mts [Ue portion oC the value of the yrojected benefit a[ retirement that is allocated
to service enmied prior to the valuation date; lhirt is, it represents the accumulation oFpas[ norinnl
costs fi~om date of hirB ui5fil thu valuation dale. Tl~e unf<urdad nen~m~in! Iir~bility rcpreswts the
excess of the actuarial liability over plan assets. The prry-ns-yov-gn cost represeills the expected
amn~ai cost ofheal[h cove~vge less retireeconiribuiion5 fpr current and firtnre retirees based oi~
tho valiiflGon assumptions. This figure czn be significantly higher than th¢ premiums because
the premiums primaeity icfleci the oost of active, nal retiree, coverAga.
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"Che development oClhe unfwicled nclunrinl liability of [he Plan is shown in Table 2 below for iho

mure~i[ and prim yev's valuations.

~~~W _
Table 2

VAltllll(~Cf~ k,Cfllill'Iq~ I.Ifltll~il}'_____..,.~._._~___.._'_"'__' ..___

I___,__.~.._._.._.—

''jI 6/30/2010

.~ _..w
`__.._

~.1~

...___~_,

r~ 
6130/209*

Discount Rate ~_.....~.... _.~~L_ 7.95 % 6.71 % I 6.70 .e~
Present Valuo of Puture Benefts
Retirees anA Bcncficiaries $ h23,331,320 $ 479,47.3,141 $ 389,(13,882
Tenn Vested Members 30,982,620 35,360,649 31,!53,307
Ac[ive Employees 472.715,983 613,293.522 552.819,323

$ 97A,186,572Tatal - $ 927,049,423 $1,128,577,312
Present Value of Future Nm'mal Costs 137.SG3.578 202206.450 777.738,237

$796,4A8,275Acfnm~iol Liability $789,4$6,345 X926,370,862
Assets IQ80109RI 708910.98( 85.564,000

$710884,275Oufmuled ACd~nriul I.iahili $68i,4753d4 $ 818359881

"Calculated by prior actuary.

The chart below sl~owe d~c historical trend o£ agsets gnd liabilities ftlr t0c Qlty of San Jose
PeAcrated Retiree Nealtl~cm~e Plnn. While the Plan hxs been partially fiindeA for many years, the
first volue[ion complying nvitl~ GAS6 43 end b5 was performed in 2006 whioh rendled in a
significantly lower discount rnte and significantly higher Iiabi08es. 17ie 8mduig policy,
however, was not changcA tmti(2009.
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Tho City ofSnn Josc I~'edernted Retiree Neal~licnre Plnn
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R~mllllone)

7'he Annual Required Contribution (ARC) under GASB 43 and 45 consists of two parts: (1) the
rvonnnl cost, which ropresmnts tlxe annual cost ath'ibtrtable to service earned in a given yeaty.pnd
(2) llie nmorfizntion of the u~fuuded aoluarial liability (UAL). Under the Darren( fimdiug
method, the City pays for the implicit subsidy throi~g6 the pnymem of active employee health
p~xmiiims and also makes zddiYional conG~ibulions to a 401(h) account.

In Table 3 below, (he ARC for the fiecal year ending Jane 3d, 2011 is developed usieg z Mended
discount rote of 6.71 °lo. 'fhe prior year's calculation is shown for compneison.

Table 3
GASB ARC

Piscnl Yem~Lrnf7in 6/3012011 b130/2010*

Discount Rate 6,7 (°h Fi.90%
Total Nmmzl Cost $22,195,786 $?.0,368,70%
Less Employee Contribution towards Normal Cost l7 283 978 I Gb63.945
En~ployei~Noimal Cost 4,911,808 3;904;762
UAL Amo~4izalion 42.687.581 34.694.460
Total ARC - $ 47,593,389 R 38,599,222

"Calculated by P~+or Actnnry
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Lool:mg beyond '2b10, both Llie Iin6ility end usscls m~a projcv led to incrense as the City phones
into filly-funding the A2C. "1'he charts below projec[ihe assets, lia6ililics auA the fiinding costs
for the neU 20 years.
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Wn 
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The fast chart sfiows the actuarial liability inercasing fi'om about $926 million to about $2.1
billion over the nest 20 years. The rul line on Hie same chaiY shows the Nei OP~D Obligation
(NOO), which is projected lt> be about $13) million afte[ 2U years.
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VALUATION AtiSUL'PS

The second chrn't shox~s file projected annual contributions and ARC as a pwcenlage of pay.

Benefit payments, nc~ of reliiec conll'ibutiais, arc shown by the gray area and inerexsc from I I%

[0 18% of pny. Tlie teAi baisrepresen[ [he City°s oontri6ufions, which are equal to die ARC
starting in FY 2013-14. TMe Ciry's conh'ibution is expwted to grow fi'om 6A ( in PY 2010-11 to
] 2% oPpay in PY 2014-I5. 'Phc A2C, shown by Hie red lint, is expected la increase ro 17.5%
of pny before the reduced discount role (due to fully funding the ARC) and increased employee
contributions due to the phase-in residt in an ARC of about 11.2%of pay.

Below ere the expected net benefit payments that we antioipa~e far the next IS .years under
Yay-As-You-Go.

Table 4
f 0-~—~~ Espec{ed NeY l3eneGt Payments

fiscal Year ~xpeeted Net Fiscal Year ~ Lapecfed Net
~.

Fiecnl Year ~spected Net
Ending Bena~t finding 13mmfit IG~rding BenoPt
Jun¢30 Pa rtients Jw~c 30 Po manta dune 30 Pa manta

2011 ~ $34,391,102 201C '.. X51,521,671 2021 $76,130,140
2012 - 37,429,865 2017 56,733,7(19 2022 81,542,376
2013 4Q70G,062 2818 b0,913,R9) 2025 SG,468,73a
20:14 43,8b7,262 2019 ~ 65,237,193 202A 9Q882,b55
2015 47,369,846 2020 j 70,446,495 2025 95,359,638

~,:.t.I11fiON
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t2ECONCILIA'fION

L7nLilitizs

'Table 4 provides nn estimate of the mnjor factors conlribuling to [he change in liability since the
Inst vxluxtion repot. Medical and dental lia6il i[ies have been grouped together in the
reconciliation lablc bclmv.

__.____._ 
Tablc 

5.~__~._~.__~'.~

Reconrilintion of Actuarial Liability — GASR Basis

Actunrini LiaDilit~s ofSm~e 30, 2009 S 796 448 275

Changes clue lo:
• Passage of7'ime :6 49,391,667

Demog~r~phic Changes 14,153,905

Change in Claims Asswnptions 29,592,153

• Change in TrenA Assumptions 35,517,187

• Change in Actuary aitd Other Asswnptions ~'~67'47$

'1'olal Chan es $ 129,922,587

Achmrial Liabili asof.luue 30 2010 $ 925,370,862

• Pua~sage ofTiine refeis to the expected incense in acfnneia( liability Yrmn June 30, 2009
la June 30, 201Q

• Demographic Chnwges refers to the change ua ac0.ial data xnd elections from June 3Q
2009 m June 30, 2010.

• Change in Cloimx Axsm»gtiorxs refers to the change in expected current and firture
heailhcare claims and expense costs.

• Change rry Aen1Uz Assnmp(lmte~ refers to the change the per pareon cost Irerids.

• Cl¢tmge in Other Axsumplinns refers to t}ie aLange in the discount gale from 6.70"/0 to
G.71 %.

Assets

Table 6 below Shows the reconciliation of nssety fur' the fiscal year. 'C6is section reconciles to
the assets oFJune 3Q 2010 that were used to develop the FY 2010-11 ARC.

Tabir, F _
Assefs

~~ 6/30/2014 6/30/2009

Market Value, Beginning of Year $ 81,563,934 $ 94,52Q000
Contri6u[ions

Employee 15,815,227 15,076,000
City 17.0?7,157 16.368.000
Total $ 32,842,384 $ 31,440.,000

Nct Investment Earnings 13,670,247 (18,675,000)
IIeneTit Payments (24 065 584) (21 725 000)
Market Vahie, End of Year A198,010,981 $ 85,564,-000

~I IGIRON
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SCIVSITiVPfY OII RCSULTS

'Phe liabilities end AIiC prodiroed in tliis repoi4 arc sensitive m Hie assmnptions used. The tables
below show the impncl of+~ I % inereese or decrease in the health care h'end rntes on the actuarial
liability using the blended discount ~mte and 8ie ARC to provide some nteaeiu'e of sensitivity.

Table 7
Actuarial Liability.

6.71 % Qlended DiseFnnt Ratc
m H~ousands

FIealth Cere Trend Rnte~ -1% u v~ Base ~ + 1%

Present Value of Future Qenefils ~~
Retirees and Beneficia~~ies $ A34RAI $ 479,423 $ 537,~t97
'Perm Vested Members 31,625 35,86] 40,994
Active Employees 491 S02 C13 294 773_465
Total $ 9S3,8GR $ 1,128,578 ^~ 1,351,956
Phesent Vetue of Fuune Normal Casts l4J_078 202 207 287 38G
Actuarial Liattili[y $ 899>7)0 $ 926,371 $ 1~064~590
Assets 708 OIL 108 Q1] 108011
UAL. 5 700 779 $ 818 360 $ 956 559

Tn~le 8
GASB ARC—PY2011

b.71 %Blended Disco~mt Ratc
(111 fh OUSAt1(I5~

~2R~~~i CACC TI'CIIf~RflI¢ -1% BANC ~ f1%

TutulNm'mal Cost 8 16,030 $ 22,196 $ 31,404
Lass Employee Conlributio~~ lowafds -
Normal Cost ~ 17 284 ) 7.284
Employer Nntmal Cost $. (1,264) $ 4,912 $ 14,120
UAL Amortization 34y48 42y81 51771
Total ARC $ 33,684 $ 47 593 5 65 891

~~..HEIRON 8
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ACTOARIAI, FUNDING

The City I~xs negoGafed contracts with its labor wlim~s fhz[ require both employee anA Cily
cond'ibulions to fiord the P12n. The ag~eemen[s call far a five year Vnnsition to folly funding the
Anmial Reyuire~ Contribution (ARC) under GASB 43 and 45 using a straight line maBioA. This
section of the repoi2 cnlcula[es the cw~rent and expected fu[nre conlributim~ requirements unAcr
Nieso zgroements. Contributions me cuir~ently mode to a A01 (h) account in the pension sits[.

This reyon ig~iores any potential limits to conmibutions to the 401 Qi) account, assuming [he City
will establish another trust vehicle if nccAed to accept the contributions required by the collective
bargaining agree~nenls.

The contributions for retiree medicnl benefits arse split evenly behveen employees and the City,
nnA the contributions for re~icec dental beneFts are split in the ratio of 8 to 1 ~viih fhe City
conirlbufing 8/I 1 of the total contribution. The following table develops the UAL separately for
medical and dental benefits based on the Full £undiiig disconn[ rite of 7.95%.

Table 9 ~ ~~
UnFuudesl Ach~arial Llabllity

AciuettiuL Rondtog

Medical Dental Tofnl

Pfesent Value oi'~uture Benefits
Retirees and BeneGcinries $ 376,870,%6 $ 46,480,55A $ 423,351,320
Term Vested Members 30,76(,72$ 215,892 3Q982,G20
Active Employees 431,534893 41.181090 472.715.983
Total $ 839;172,387 $ 87,877,536 $ 927,049,923

Prese~~t Value of Futm~e Normal Costs 124.354.586 13208,992 137,563.578
Actuarial Liability $ 7]4,817,801 $ 74~6G8,544 $ 789,486,345
Assets* 93,795 449 10.215,532 108.010,981
Unf~mded Achmrinl LinUiii $ b19 022 352 $ 64 453 D12 $ (81,47.5 364

* nraerr a,e nnomred inv,nPm~eron ro nommi~d rianifin~

7'hc UAL as of7ime 30, 200'/ is amortized over a cbsecl 30-year period as ~ Ievcl percentage of
payroll, mid subsequent gains and losses, cLengcs iv asswnpli~ns, anA changes in plan provisions
are ammaized over 30-year periods from the first valuation recognizing the change. The
oufs~anding bnlnnce of each amortization bane e~fxblished in n prior year is based on the
nmotRizatimi sclicdide useA Far GASD reporting ~wNoses nt the blended discount rate. The
amortization base for the current year is equfli to the UAL shown in [he table above less the
outstanding balance o(prim~ year Vases. "1'he ainurtization payment is allocated to incdical and
dental in propm4ion io fhe Actuorinl Liability. 'IYie following table shows the nmor~ization
schedule as of Jane 30, 2W 0.

~,I i[iltOfv
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ACTUARIALPONll1NG

Ta61e 10
BASIS

balance Pavmenl Pn_ vmant

R 729,0)9,575 $ 45,784,596 $ A1,454,351 $
(47,624,21 i) (3,745,804) (3,394,247)

llae to the one-year lag between the valuntiou date and the effective date of new contribution

gates, the amortization payme~~ts shown in the table above are essomed ro be made 18 montlu

after Nic valtmlion date and have been adjusted for interest accordingly.

'Phe tables below Aevatop the oonreibutlon amounts and rates Ibr ahe fiscal year ending June 3Q

2012 ignoring the phase-in of conh~ibution rates.

Table 11
FY 2011-72 Cuntribntion Amounts

Actuarial PundinQ

Medical Dental Total

Normal Cost $ ]5,97b,D75 $ I,R7S,7?.9 $ 16,951,804

Ama4izntion Payment 38,060,104 3,975,688 A2,035,792

Caitribirtion An+ount without Phaae-In

Employees 26,568,089 I,59S,841 28,163,930

City 26.568.090 4 255,576 30.823 6fi5

Total ~ 53136 177 $ 5,851,417 $ 58,967596

Tablo 12
TY 2011-12 Ca~tributiun Rafes

Actuarial I~'nndiug

Medical Dental Tofal

Normal Cost 4,84% 0.60% 5.44%
Amortizafion Payment 12.21% 1.27% 13.48%

Contribution Amount witliout Phnscdn
Hmployees R.52% 0.51% 9.03%

City kS3% 136% 9.89%

Total 17.05°Jo 1.AR % 18.92

The agreement to phase-in contributions to tLe full ARC Uy 2013-IA also contains a Iimil

preventing either employee or City cmrtribution rates from increasing by more ihnn x.75 % per

year nntY Hie Inst year of the phase-in when the fill ARC must be.contributed. The table below

shows the {3rojeeted contribution rates reflecPirtg tho phase-in.

-~I~il_IROi~ t~



cre~~uce~n.iosc
ALI.I' I, 2010 P09LRCTIRC~IL+NT Hl.1L]TI VALllA'1'fON

ACTUARIALPOND3NG

~~~
N fable 13

Projected Piwse-in Cmdributiou Rates ~ N y ~~

Piscnl Ycnr TTM~~ ~ ~mployec ~ City _ _ "Potnl

2008-09 4.fi5% 525% J.90%
2009-10 5.07%a 5.70% 10.77%
201011 5.76% 6.41% 12.17%
20J 1-12 G.51% 7.16% 13.67%
2012-13 7.26% 7.91 % 15.17%
2013-14 ]0.01% ]0.95% 20.96

~,~,I iHRON SL -
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ACCOUNTING DiSCLOSURCS

Sla[emenl No. 43 and d5 0l' Ore Governmental Accounting Siandrrds Board (GASB)
eslnblis6ed stan~3nrds for ncwunting and financial repotting of Other Pos(einployment Benefit
(OPEB) informatia~i by governmental employers and plans. In xccarAance with those s~ztements,

we have prepared the follmving disclosures:

Nei OPEX OGligntian

"Fable 14 below shows the development aFthe Net OPEB Obligation.

Table 14
llevelopment of Net OPE73 Ohligntian

~in fhm~sands)

Projected
Suue 30, 2010^ Jmm 30, 2011

1. Net OP~B Obligation/(Asset) at beginning of fiscxi ycxr S 44,7b0 $ 62,5$9

2. Annual Required Con[ribufion For FYE $ 38,599 $ 47,593
3. Interest on Net OPL;D Obligation!(Asset) 2,999 4,200
4. AcQustiaant [e Annual Required Contribution 2 1$d 3.26A

5. Annxia! OPE6 Cost (2.J + (3.) ~- (q,) 39,414 48,529

6. Hmployor Co~riributions Mada (Aotnal/Fsti~natad) 17,598 1Q234
7. Implicit hate Su6sidy{ActaaV&stimatecl) 3 J87

Net OPI.B Obligation/(AsseQ at end of flxcal yem~
/IJ + /SJ - /6J - /7.1

ScheAn/e ofPEnxllag Progress

$ 62,589 S 91,883

Tho echodule of fimdii~g prog[es9 comperes Hie nssats used for fnnJing purposes to the

compnrabls liatiiiities to determine liow well the Plan is funded ai d how this status has changed
over the past severnl yeses. The acmacial galii{ity is compared to the uchisirinl value of assets to
determine the funding ratio. 'Phe Actuarizl Liability under GASB rs determined assuming that

the Plfln is ongoing i~nd pA~Ticipflnts continue to terminate employment, retirq ale., in necrn'dnuoe
with the actuarial zsstnnpHons.

~~1 fEIRON 32
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ACCOUNTING DISCI.OSURGS

Schedule of Pundmg Progress
~~~__. ~ in ti~aisan~s) ~_~

i .— Unfunded 
~.._._..._....x._

Achi~ri;d (UAAL) xs
Achuu~ial Achinri~i Accrued Anwwl Pea~cenlage

Actuerinl Vnb~e Acc~ved Linbilifies PWnActl Covcrcd oC Covered
Vnlnntimi of Aesela Liabilities (UAAL) Rntio Payroll Pnproll
Dntc (n) N) (h-a) (a/b) ..._,~c).r.__,,, V-n /c

6/30/2010 ~ $ 108,017 $92G,371 $ 818,360 12 % m $ 300,069 273%
6/30/2009 85,564 79G,448 710,884 71°/ 308,597 210%
6/30/2007 96,601 676,749 520,148 16% 277,A33 191%
6/30/2006 81,288 702,939 621,651 12% 275,559 226%

Schedule of C~nploye~~ Corehifiulious

The schedule of employer sontribuGons shows whether the employer leas made contributions that
ore consistent with en actuarially sound metliod of funding the benefits to be provideA.

TnUtc IG
Sc6edWe afEmp(oyer Contributions

1~n tltunsxnds)

Fiscal Yenr ~mployea~ Percentage oP
~ndeA Aminal Ol'I:B ConfriWitions AOC Net OPLB
dniie 30 Cost(AOC) 1'Lib linklicit Canhi6~ded ODligafion

Subsidy

2011 $ h8,529 Ta be delea~mined To be detel'mined Ta be deterfnined
2010 39,AI4 $ 21,585 55% $ (2,589
2009 33,725 15,918 47% 44,760
2008. 38,5]3 I1,5G0 30% 26,953

~!-0iRC)IV. 13
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ACCOUN79NC DISCLOSURL~$ -

~Inia9izn~ion Scherlyde

Tabre 10 nbme shows the amortization schedule on a tidffunding basis. However, since the full
ARC is not currently heing contributed, the amortization schetlule baseA on the blended discount
rule of 6.71%that is used to calculate the ARC is shown in ̀ Cable 17 below.

We have also provided a Nole to Required S¢tpyleuientary Infmmvu~ion for the ftnancinl
statemenlS.

Table

The informttCron presented in the required supplementary schedules was determined as part of
the acmarinl valuation ~t the Aate indicated. Additional information as of [he latest actuarial
valuation follows.

Valuation Date

Aclnarisl Cost Method

Amm~[ir.~[ion Method

Single Egnivnlent Amo~tizatian Period

Asset Valuation Method

AotuArial Assumplioos:
Payroll GrowUi Rate.
Discount Rate

June 3Q 2010

Individual Entry Age

Level percentaige of puy closed"

27.0 ycacs

Market Value

390%
(Jt%

li1IItON 14



criv ar s,~u.ros¢ -
aunr, ~o, zow oruerz ~os~runiri.oiaice~r urnrrirs
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PAIYPICIPAN7' llATA, ASSUMPTIONS AND MGPH011S

I'articipanl Data as of Jw~o 30, 2010:

Yemv of Service
Age

Grunp_.____ 5 _ 5-9 IU-14 15-19 20-24 25-29 30-34 35+ 'POfal

Under 25 34 0 0 0 0 0 0 0 34
25 to 30 201 21 1 0 U 0 0 0 223
30 to 33 205 123 36 0 0 0 0 0 764
35 to 40 128 165 161 20 0 0 0 0 474
40 to 45 112 137 ]77 70 46 I 0 0 543
45 to 50 105 108 li9 95 164 41 0 U (72
50 to 55 97 93 123 95 171 96 7 0 682
SSro 60 6A 87 Il8 55 107 3G 6 1 474
60 to 65 27 46 69 38 51 20 2 2 235
Over 65 9 I5 45 ]0 12 5 0 0 97

Avcragc age of naive empbyees h5.9
Average service: 12.1 years
Aim~ial Gernings: $300,069,063

Retirees, Disabled Retirees and 9mwivin~ Snonses

~Medicul Snsnrance Pentni L~surance
Age

Grou> Mnles Femmes To[al Males Females Totai

Under 50 I2 24 36 11 17 28
5(] m 55 38 39 77 38 3G 74
55 ro GU IG9 139 30$ 178 l37 315
GO ro GS 274 215 489 300 221 521.
65 to 70 219 184 403 248 211 459
70 io 75 177 14G 323 199 78( 380
75 to 8U 13C> 116 252 157 140 297
80 to 85 87 97 184 119 133 252 -
85 to 90 67 32 119 97 90 187
Over 90 22 32 54 26 49 75
Totnl 1201 1044 2245 1373 1215 2585

Q ~1~3cJRON 15
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APYENllLY A
PARTICIPANT DATA, ASSUD7PTIONS AHD MIDTAODS

Pr~m~ Vested 7'erminatlmis~~V
A eGro~. Male.. Remule To1nI~

~~Under 55 0 2 2~~
SS Io 60 23 78 4I
60 m 65 23 15 38
65 to 70 ]0 7 17
70 to 75 5 3 8
75 to SO R 3 1
Over 80 13 7 20
Total 82 55 137

Cm~ren[ Vested Terminations*
Abe Group Malc Female 'Cotal

Under 45 7 3 10
45to 50 17 14 3I
SO to 55 25 t8 43
55 to 60 3 0 3
b0 to 65 I 1 2
Over 65 0 0 0
Dotal 53 36 89

"7nclnAes tUose term vested participants Keith nt lean
yem~s of service (37.SWo pension nwtliplier)

{ .til:iR(~N 16
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APPENDIX A
PARTICIPANT DATA, ASSUMyT10NS AM1 M~T[IODS

~wnomic Assumptions; -

1. Expected Return on Plnn Assets: 7.90%per year

2. Axpected Return on ~mploym~ Assets: 4.50% peryear

3. Blended Discount Rate: 6.71%per ycar

4. Per Faison Cost 77'en~7s: '

Date ~ Annoal Increase ~~~_~

To Yexr Medicnrc
~llontxlBeRim~ing Julvl Pre-MC(licarc Eli~i6le

2011 .9.50% 7.13(I% 5.00%
2012 9.I9 6.83 450
2013 8.83 6.67 4.50
2019 8.50 6.50 4.00
2015 8.17 G33 4.90

2016 7.83 6.19 4.00
2017 7.50 - G.00 4.00

2018 717 5.83 4.00
201.9 6.83 5.67 4.00
2020 6.50 5.50 4.00

2021 6.17 533 4.00
7072 5.83 5.17 4.00
2023 5.50 5.00 4.00
2024 5.17 4.83 4.00

2025 4.R3 - 4.C,7 4.00
2026+ 4.50 4.SU 4.00

Deductibles, C~-payments, Out-o6Pocke[ Maxinmms, and Annual Mnximum are assumed ro

inc~~ease at the shove trend rates.

~,i~cueon r~
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APYIsNDIX A
PAIt7'ICIPAN7' DATA, ASSUMPTIONS AND METHODS

Demographic Assmnptimts:

], Re~iremenf Ratos:

The following rates of retirement are nssumed for members eligible to ~e~ire.

_...__"....~ ~_a....~.,~__.__
Retirements by ACe

AFe Retirem enf

50 0.00%
51 0.00
52 0.00
53 x.00
SA 0.00
55 15.00
56 7.50
57 7.50
58 7.50
39 7.50
b0 7.50
61 7.50
G2 20.00
63 Iq.OU
64 10.00
65 25.00
66 25.00
67 25.00
68 25.00
69 25.00

7U and over (00.00

'fhe probebiliTy of retirement inercased to 50% each year after completion of 30 years of
service anA attainment of arc 50.

±i[IRUN 18



c~TV Or sAry drua
aunc ao, zom oven vos~•cmv~.ov, tt:n r m5rvrnrs

APPCNDI%A
PARTICIPART DATA, ASSUMPTIONS ANll ML7'HODS

2. Termioafimi/Wifhdrrnvnl R:~tea:

Sample rates of withdrawal/termination z~~e show in the following table

A c

Rates of Tennina[ion /Withdrawal

Wifhdrnwnl Vesfed l'm~minafion

~ZO ~ I I.00% 0.00%
25 7.00 3.00
30 5.00 3.00
35 2.50 2.75
40 1.50 2,00
h5 ]25 2.00
50 1.25 I,50
55 1,00 0.00
60 1.00 0.00
65 0.00 090

` W i~hdrman~anninotion mtesdv not npV~Y once n member is eligible ~i~r retirement

-(~°-,ti[It2t7N 19
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APYENDIX A
PNiTICIYAN"P 1)A'1'A, ASSUMP'PIONS AND MP~THODS

3. Rate of MorFality:

Heathy Lines:

Modality rates for actives, retirees, beneTciaries, terminated vested anal recipPOCals aic

based on the sex distinct ] 994 Group Annuity Mortality Teblcs aefbuck three years for

males and one year for temules

Healthy Mm•tnliry Rates

Maio Participants Remaly PnrticipaNs

A'e-flnd Pos4 Pro- andl'ost-

ARe Retirement Retiremunt

20 0.043% 0.028%

25 0.056 0.029

30 0.073 0.033

35 -0.OA4 0.045

d0 0.089 0.061

45 0.125 0.09?

50 0.190 OJ 3l

53 0.321 0.208

GO 0.558 0386
65 1.015 0962

70 1.803 1271
75 2.848 2.038

80 A.517 3.536

DisnGlcd Lives:

Mortality gates Ca' disabled retirees are based on the 1981 Disabiliq~ Mmtality'Table.

~~dil'EIR:)14 20
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APYGNDIX A

YARTTCIPANT DATA, A6SUMPTIDNS AND MF,TNODS

Male Participants Female Participants

Pre- nod Poet- Prc- a~W Poso-

25 0.900 0.960
30 - 1220 L220
35 1.480 1.4ft0
d0 1.760 1.760
45 2.080 2.OS0
50 2.440 2.440
55 2.840 2.840
60 3300 3300
65 3.790 3.790
70 4.370 4370
75 5.530 - 5.550
R(1 8940 8]40

4. Disability Ratav;

Samplerates of disability arc snow in the Polbwing tabla

Rates of DiFabiliTy at Selected
Ages

ARe Disability 1

20 0.04%
2S 0.06
30 0.07
35 ~A9
40 0.15
45 025
50 0.40
55 0.50
60 7.09
65 2.00
70 0.00

50%u of (lisebil hies are assumed to be dory related, and SU % ave assumed to 6e non-duty.
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API'F.NDTX A
PAIiTICiPANT' DATA, ASSUMPTIONS AND MR'CIiODS

5. Salary Increase Rntc:

Wage iu7lalion component 3.90%

In additim~, the following merit component is added based ou an inAividual member's years

of service:

~~ Salxry Merit Increase

Years oC Service Merit &Lon ev5 v

0 5.75%

1 3.75
2 2.25
3 L75
a i.00
s+ o.zs

fi. Percent of Retirees ~lectiug Coyeenge: I DO% of employees are assumed to eleof coverage
at retirement. Future rofirees pimi elections are zssumed to mirror current retiree plan
elections. Tl~e following rtes zre used to detc~mine breaded claims and contrl6ukions for
fuNte retirees:

Assnmod P4an Tieclions ibr Pnfnre Retirees

Plan Yre-Medicare Medieaire Eli¢ible

Medical
• ICniser 77% 46%
+ tIMO 22~ 6%
< VPO 5% 42%
< POS 2% N/A

Secure Florizons N/A 4%
• Pacificait NIA 2%

Dental
• Dehn Dentat PPO 97%

• DeltaCw~e HMO 3%

Z Pami~y Compositimr 55% of employees will elem spouse cove~vge i~~ a medicel plea nt
reGreioenL GS% of employees will clot spouse coverage in a dente) plan at rotii'cmcnl.

R. Dependent Age: For current eotive employees, males are assumed to Ue 3 yencs older than
female spouses. Por oun'ent retirees, actuni epoese date of birth was used.

9. MTn4ed Percentage: 100%of employees sire assumed to be man~ied.
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APPENDIX A

YARTIGIPANT DATA, ASSUMPTIONS AND MC7'FIODS

10. Adminisfrn[ivo Cxpenses: Included in the avenge monllily premiums.

f',hanece Since Lasf Valnnfion

"I'he nssumplion fpr the expected rate ofi'ehrtn on p1Hi~ imestmams wag changed from 7.75 % Io

7.95%. The payroll gro~Nh assumption was changed from 3.R3%lo 390%.
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Cll'Y OF Sn~ JOS6
JUNli J0, 201 01'fIER YOS7'F.NI9.OYMIiNI' 6E[JIi~PfS

APPENDIX A

PAR'PiCIPAN7' llA1'A~ ASSIIMY7'IONS AND MG7'HODS

Claim and expense Ass~miptimis:

1. Avornge Animal Claims and Cxpmise Asauntptim~s: The following claim and expense
assmnptions Tire nppl icable to the 12-month period beginning July 1, 2010 and are based on
the premiums in effect on the valuation date. SubsequeiV years' oosts am based on lha
b'ended first year cost adjusted with a'cnds listed above.

Actives Employees:

Age
Medical

Male Remxle~

40 $3,21fi ~$5,724
45 4,032 G,O60
50 5,340 7,188
SS 7,g20 8,56$
60 9,]20 IQ224
64 31,784 12,624

GS 5,148- 5,484
70 6,036 C,O60
75 6,756 6,528
80 7,]7G 6,744
85 7,272 6,672

Cun'ent Retirees:

&ge Riended
Yreminm

ICniser-Male
Age-Based

Cost
Implicit
Subsidy

Blended
Premium

Raiser-Ifemale
Age-Based

Cost
Implicit
Sn6sidy

45 5,809 3,873 (1,936) 5,809 5,820 11
SU i,80J 5,130 (679) 5,809 6,903 ],094
55 5;809 6,741 932 5,809 8,226 2;417
G4 5,809 11,317 S,SOR 5,809 12,N3 6,329
b5 3,157 4,616 (541) _ 5.157 4,923 (234)
70 5,157 5,420 2(3 S;1S7 5,43b 279
75 5,157 6,061 903 5,157 5,862 704
80 5,157 6,439 1,282 5,157 6,051 893

~.b Hf3R<71V 24
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PARTICIPANT DA'PA, ASSUMP'I'ION5 AND M6TRO~S

Age Rlen<led
Premium

IIMO-Mnlu
Ag~Based

Cosf
Impllcif
Subsid

BlendeA
R~ernimn

IiMO-Female
Age~l3aheA

Cast
]mplicit
Snbsid

AS 6,482 4,285 (2,197) ti,4R2 6,439 (43)
50 6,482 S,G75 (807) 6,482 7,677 1,155
55 6,482 7,458 975 6,452 9,101 2,619
64 6A82 12,521 6,035 6,482 13,424 6,9A1
65 4,950 4,825 (124) 4,950 5,146 197
70 4,950 5,666 716 h,9S0 5,683 733
75 4,950 6,335 1,386 4,950 fi,127 1,178
80 4,950 6,731 1,787 4,950 6,325 7,375

Age Blended
Premium

PPO-Mxie
Age-Bnse[I

Cost
Implicit
SrtUaidy

~Pl'O-
Blended
Premimn

Female
Age-Based

Coet
Implioif
Subsidy

AS 9,000 4,703 (4,297) 9,OOD 7,067 (1,937)
i0 9,000 6,229 (2,77t) 9,000 8,382 (618)
55 9,000 8,185 (815) 9,000 9,989 988
6A 9,000 13,742 4,742 9,000 14,733 5,733
65 6,994 5,905 (1,08))- 6,994 6,298 (696)
70 6,99h 6,934 (G7) 6,894 6,955 (40)
75 6,994 7,753 759 6,994 7,499 505
80 6,994 8,238 1,243 6,994 7,740 746

FOS-Male POS-Pemalc
Age Blended Age-IIxsed Ipiplicit Blended ~ Agc-Rased Implicit

A~emii~m Gast SnbsidY Premium Cosf Snbsid

45 9,000 5,38$ (3,612) 9,000

~

8,097 (903)

(6,4864 _ 9, 00 15 7A4 - 9,000 IG,8~9 7,879

Secure Horizmts-Male Seave Aoriim~s-temple
Age Blended Age-Based - Impl9cit~ Blended Age-Based Implicit

Premi~im Cost Subsidy Premium Cost Subsid

65 5,335 4,235 (1;100) 5,335 4,SI6 (818)
70 5,335 4,972 (362) 1,335 4,987 (348)
75 5,335 3,560 225 5,335 5,377 43
80 5,335 5 907 573 3 335 5,551 216 ii
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1'AR'CICIPANI7)ATA, ASSUMPY'IONSAND METIiODS

Pac~ficnre-Mule~ ~ ~ PaciGcare- T~'emale
Age Blended Age-Based Implicit Blended Age-Based I~oplicrt

Premimn Cosf Snbsid A'emimn Cost Snbsid___
65

._
4,746

__
3 950 ~~(995) 4,746 h,213 (532)

70 4,746 4639 (107) 4,746 4,653 (93)
75 4,7h6 5187 A41 4,746 5,017 271
80 ~ 4,746 ~ 5 51 I ~ 765 4,746 __ 5,178 _ _ 433

llental __e_~~,...Plxn MonHJy Premium
~.̂ _~ (every nge)

Uclta Ucntal PPO $669
Deltr~Cnre HMO 300

2. Meclicnee Pm t P Subsidy: Per GASB gnida~~cc, the PmT D SubsiAy has not been reflected
i~rthis valuation.

3. McJicerc Parl B Premim~~s: Assumed that Medicare eligible retirees pay the Medicare
Par[ B premiums.

4. Medicare ~ligiLility: Age 65

5. Anmwl Limfta: Assumed to incmase at tho szme rate as trend.

fi. 1,ifefime.Maxinnuns: Are not assumed to have any financial impact.

7. Geogimphy: Lnplicifly nssumeA io rennin the same as current retirees.

S. Retiree Contributions:

Cunv;nl retirees prry the Aifferencc between the actual premium for the elected ylnn anA the
Kaiser rate.

Future retirees are assumed to yoy the following rates:

~~ Retiree Spmise_m~

Pre-McAicare $372 $717
Medicine fiti ~i{, ble ~ 49Y, ~µ^_ 0~
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APPCNDIF A
PA12'17CIPAIVT DATA, ASSUMPTIONS AND ME'PHODS

Methodology:

'Phe EnUy Agc Nurmal acfuarinl ilmding method was used far active employees, whereby the
normal wst is computed as the level nnnuni perceni~gc v£ pay required to Lind the
pos[employmant benefits between each member's date of hire and asswned retirement. The
mtuerisd liability is the difference between the present valve of Future bcneLts and the preseN
value of future normal cost. 'Phe unfunded actuarial liability is fhe difference be(weei~ fhe
actuarial liability and lira aetuarizt value oi~assetx.

"Phe claims costs arc based on the fully insured premiums charged [o the Cify fm' the active and
retiree population.

Changes Si~we Last Vah~nlion:

We modified the clflim costs to reflect c~.ircent retiree plan election experience.

We modified fhe trends to reflect curcent experience and our cxpectntion Pm'the LnR~re. We
smticipate that the Iiealtheare IranAs for llta following yefirs wlll Loe higher because of anticipated
increases due to liealtUcare reform logislatimt, followed by trends decreasing to the lower
idtimnte bend IeveL

We did not nmke ony adjustments for the Patient Protection and Affordable Crvre Act of 20L0 or
related legislation or re~idations, except in reference to our industry trend assumptions.

~I 1[1RfJN ~7
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AYPISNDIX I3

SUBSTANTIVC PLAN PIiOVIS70N5

Summary of Key Substantive Plan Provisions:

Elieibili

Medical:. Employees who retire (include deferred vested members) zt age 55 with I S years
of service, or wish a inmttlily pension equni [o e[ leas( 37.5% of final
compensation, are eligible to elect medical coverage upon retirement.

Employees who become disabled with nt Icast 15 ye:u's of service or have x
monthly pension cqunl Po at least 37.5%of final compeiisnlion are eligiUlc ro elect
medical coverage upon retirement.

Spouses or domestic partners of retired members are allowed to pArticipate iP they
were enrolled in the City's medical plan at the time of the member's retiteme~ll.
Dependent children are eligiUle iv receive coverage until the age of 19 (24 if a
full-time sk~Aert).

Swviving souses /danestic pArtne[s /children of deceaseA members are eligible
Por couerage iF the following conditions are met:

I. tlic employee has 15 years of service at time of deztli or is entiflecl. to a
monthly pension ofat least 37.5% of final compensation; and

2. bath the member znd the survivors were enroileA in the active medical
plan immediately befm~e Reath; anA

3. the sm'vivm• will receive a monthly pension benefit.

Denfnl: Einployeefl who retire or become disabled directly fi~om Ci(y service with ai least
5 yeas of aervioa or with a moutlily pension equal to el lass[ 37.5% of final
wmpensation, and are enrolled in a Cify dental plan nt retiiemenl arc eligible [n
elect dental eovnrage upon ietiiement. S~~ouees, domestic partners, or cliildren oY
retired members are allowed to participate if they were enrolled i~~ the City's
dental plan al the lime of tl3c member's retirement.

Surviving spouses /domestic partners / children of deceased members u'e eligible
fa' coverage if fhe following conditions ore met:

I, the employee has 5 year's of service at time of death or is entitled Co w
monthly pension of at lens[ 37.5 % of final compensation; and

2. bath the member anA the survivors were enrolle<t in tl~e active Rental plan
immediately before death; anA

3, the survivor will a~ewjve a moNhly ponsion benefit.
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AYY~NDIX B
SOBSTAIVTIVPS PLAN F120VISIONS

Benefits Sor Retirees:

Medienl; The Retirement System, tivough the mcdiczl benefit account, prays 100% of'thc
premium f'm' the lowest cos( health plum available to active City employees. 9'he
member pays (he difference if nnollier plan is elected.

F,ffec[ive January I, 2010, the loFVest cosfheaith ylan is the ]falser ylan. The
.single coverage amount is $484.06 per month, and the family coverage amount is
$1,20520 per month. These nmam~~s are net edjasted once a retiree is eligible for
Medicare.

Dental: The liotireinent System. Through the medical benefit nccoiint, pays 100% of the
dental insurance p~cmiwns.

Premiums: Montlily }xemiums before adjustments fm' 2010 ai~e ns follows.

MonthlyPremiums fm' 2610

Sin to ~o Increase Camil % IDcrense

McAical
Non-Medicare Momhly Rates
Kaiser—'IYaditional (CA) X484.06 9.0% $1,205.20 JA%
Bfue Shield HMO 54020 99% 1,38792 9.9%
63ue Shield PPO or POS 750.02 11.9% 1,927.48 11,9%

Medicare Monthly Rates
Keiser— Senim~Advantage $429.78 3.7% $859.56 3.7%
Secw~e }torizons 444.55 10.5% 889.10 10.5%
Blue ShielA McAiwre PP9 582.85 119% I,Ifi5J2 11.9%
Blue Shield Medicare IiMO 412.46 9.9% 82'4.92 9.9%
Pacificnre Senior Supplement 395.48 4.4% 790.96 4.4%

llentxl
Delta Dental PPO ~ll L48 1.8.0% $I l I.48 I8.0%
DeltaCare HMO 49.98 02 % 49.98 0.2

Coaf Shxrine A•ovigions:

It is assumed for fl3o purpose ofthis valuation /brat the City of San lose will in Lhe future main[aln
e consistent level of cost abating for benefits with the retieees. "Phis finny be Achieved by
adjusting 6eneiit provisions, contributions or both.
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AYPENniX C

G1,059ARY OF 7'GIiMS

1. Actuarial Asswnpfions

Assumptions as to the occurrence o1'fulure events affecting pension costs, such ns: mortality,
withdrawal, and retirement; changes in compensation; rates oT investment earnings, and asset
appreciation m' depreciation; procedures used to detenniuc the ticlunrinl vzlue of assets; and
other relevant items.

2. Actum~iod Cost Metlmd
A procedure 1'or Aetennining the actuarial present value of pensimi plan benefits and
expensas end for developing an illocution of suoh value to eacL year uC service, usually in

. the fm~m oFn normal cost raid an actam•ial 1i26ility.

3. Actuarial Gain (Loss)
A mensm'e of the difference 6eUVeen achial experience and that expected based upon a set of
actum~ial assumplimis during the pe~~iod between hvo actuarial valuation dates, as determined
in aewrdxnce with a pnrticulnr actuarial cost method.

4. Actnnrial Linbili~y
The portio~j of tl~e actuarial present va4ie of pmjec4e<I benefits which wlll imt 6e }paid by
furore normal posts. 1t represents the value of the Past normal caste with intcicst to the
valuation date.

5. Actuarial Present Value (Present Value)
The value as of a given date of a future amount or series of payments. The aclutixial present
value disoounls tl3e paymentx tq the given date at 8ie aseumed imest~nent rouu~n and inoludas
the p~robebility ofthe payment being made. As asimple example: assmne you owe $l0~toa
friend one year L~om new. Also, asswne there is a 1 %probability of yaur friend dying over
the next year, in which case you won't be obligated to pity him. if the assumed investment
return is ID%, the actunitial present value is:

ProbaUility 1
Amount of Payment (I+piscount Rale)
Sion x {i -.o~~ vp+.q = ~~o

6. AetuArial Valuation
'L6e determinatimi, as of a specified date, of the normal cost, BChIA1'18I IIflI)IIII}~. 80I1i'dfIAI

value of assets, and relnteA actuarial yresent values for a pension plan.

7. Actuarial Value oS Assefs
The value of cash, invesm~ents And oNier property belonging to a pension plan as used by the
aoluary for Use purpose of au acmarizl valuation. '17ie purpose of an actuarial value of assets
is to smooth out fluetuatinns in market values. This way long-term casts are not distorted by
short-twm fluc(uations in the market.

-{~, kltiRO1V 3~
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APPL~'NI)IX C

GLOSSARY OC TI~,RMS

8. Amorlizalion Pnyroent
The portion of the pension plan contribution which is designed to pay interest and yrinciygl
on the unfunded actuarial liebiliry in ordw'to pay for ghat liability in 2 given number o'f yenis.

9. Projected Unit Credit Acfnarixl Cost MeflwA
A method widei which the actuarial present value of lfie prujec~ed benefits of eaoh individual
included in nn actuarial valuation accrued from the date of entry into the plan to the date of
the valuation.

]0. Normal Last
The[ pm'timi of the achin4'ixl present value of pension plan benefits and expenses whioh is
ai(ocated (o a valuation year by t(ie xctnarial cost metUod

11, Un6mded Actnarixl Liability
The excess ofthc achmrixl liability over (he actuarial value of asses.

12. P'uuded Percentage
- 7'he ratio oftlie actuarial liabilities to the ectua~~iai value of assets.

]3. Mortality Table
A se[ of peCCeutagas which estimate die probability of death nt a particular poiui in time.
Typically, the rates arc annual and Mased on age and sex.

l4. Diseom~t Rate
The assumed interest ~xte used for converting projecting Aollar related values to a present
value as of the valuation date.

S5. Medical Trend
The assumed inm'ease in doll&r related values in the future due [n pte inereuse in the cost of
health rare.
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n~~rcunix u
L,I97'OC ARHIi~VIATION3

Acnierial Acceued Liability (AAL)
Au[uarial Valuation Repor! (AVR)
Annual Required Conlribu~ion (A 2C)
Cooidinaiion of~Benef[s (COB)
Deductible and Coinsurance (DC)
Deferred Retirement Option Plnn (DROP)
Dw'able Medical Equipment (DME)
Employee Assistance Program (8AP)
Employee Dencflts Division (EBD)
I~iscel Year Ending (FYE)
Governmental Accounting S~andords Board (GASB)
Hospital Emergency Room (ER)
In-Network (INN)
Inpatient (IP)
Medicare Eligible (ME)
Net Ot6ar Pos(empioyinant Benefit (NOO)
Non-Medicare Eligible (NME)
Not Applicable (NA)
Office Visit (OV)
Other Postemploymaut Benefit (OP86)
Out-of-Nahvork (OON)
Out-of-Pocket (OOP)
Outpatient (OP)
Pay-us-yo4-go (YAYGo)
Per Persai Pcr Month (PPPM)
Pharmacy (Rx)
PreFened Provider ~~ganizauon (PPO)
Prirnary Cnre Physician (PCP)
Specialist Care Provider (SCP)
Summniy Plan Dcsc~~ption (SPD)
Unfiinded Acrnarial AGCrueei Liability (UAAL)
Unfimded Actuarial Liability (UAL)
Urgent Care (UC)
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TO: HONORABLE MAYOR AND
CITY COUNCIL

SUBJECT: See Below

caun~cn.nce~n.~; mnvrue
PfGM: :~ ~:~

Memorandum

FROM: Alex Gurza

DATE: January 12, 200G

approved ~/_ ~~L uace 
~~3 ~O~v/ue~..

SUBJECT: PROPOSED ORDINANCE TO IMPLEMENT A FLAT 3°/o COST-OF-
LIVING ADJUSTMENT (COLA) FOR MEMBERS OF THE FEDERATED
RETIREMENT SYSTEM

Approval of an ordinance amending Chapter 3.44 of Title 3 of the San Jose Municipal
Code by adding Section 3.44.160 to provide a flat 3%Cost-of-Living Adjustment
effective Aprii 7, 2006, for persons retired from the Federated City Employees
Retirement System and for survivors of members or retirees.

BACKGROUND

Currently, the Federated Retirement System provides an annual adjustment in
retirement benefits equal to the increase In the Consumer Price Index (CPI), up to 3%.
If the CPI grows by more than 3%, the portion in excess of 3% is ̀ banketl" and is
applied in yearswhen the CPI grows by less than 3°l0. For example, it the CPI
increases Uy 5%, retirees receive a 3%COLA and 2°/ is "banked" to be used in years
when the CPI is less than 3 % .

Prior to February 1, 2002, the Police and Fire Department Retirement Plan had the
same COLA benefits as the Federated Retirement System. Effective February 1, 2002,
the COLA benefits in the Police antl Fire Department Retirement Plan wore changetl to
a flat 3%COLA. The change resulted in a 3%COLA every year, regardless of the
actual change in the CPI and the "banking" feature was eliminated.

Bargaining units representing employees receiving benefits from the Federated
Retirement System initiated discussions regarding the implementation of a flat 3 % Cosl-
of-living Adjustment (COLA) for employees who were to retire from the Federated City
Employees Retirement System and for survivors of ineinbers or retirees.



HONORABLE MAYOR AND CITY COUNCIL
January 12, 206
Subject flat 3°o Cost~af-LIWng Atljuslment (COLA)
Page 2 013

ANALYSIS

In October 2004, the City Administration and the bargaining unit representatives
requested that the Federated Retirement Board's actuary study the cost impact of
implementing a Flat 3% Cost-of-Living Adjustment, including any impact to the City's
contribution rate to the retirement system, any impact to the employee contribution rate
to the retirement system. and any impact to the unfunded accrued liability.

in December 2004, the Board's actuary, Mr. Norman S. losk from Gabriel, Roeder,
Smith &Company. issued a response indicating that a benefit enhancement of a flat 3%
Cost-of-Living increase would have no impact on the contribution requirement
developed in the actuarial valuation as of June 30, 2003. Because Mr. Losk did not
comment on any potential impact to the unfunded accrued liability (positively or
negatively} by changing the benefit from a COLA adjusnne~t that is based upon the CPI
(with the banking feature) to a fixed 3%COLA regardless of the actual CPI, in March
2005, the City Administration requested further clarification from Mc Losk. In April
2005, Mc Losk issued a letter confirming his opinion that this change will have minimal
impact on the actuarial accrued liabilities of the system and the actuarially calculated
contribution rates for the system.

However, in the event the Board's actuary determines that there is an increased cost
resulting from the implementation of the change to a flat 3%Cost-of-Living adjustment,
the bargaining units have agreed that such increased cost shall bepaid by employees
through the employees' contribution rate. Although bargaining units negotiate benefits
only for current employees, the recommendation includes changing the COLA far
current retirees with [he agreement from the bargaining units that the members will pay
for the entire cost of this change, if there is determined to be any.

On December 8, 2005, the Federated Retirement Board reviewed and approved the
draft ordinance that would implement a flat 3°!o Cost-of-Living Adjustment effective April
1, 2006.

OUTCOMES

Not applicable.

PUBLIC OUTREACH

Not applicable.



HONORABLE MAYOR ANO CITY COUNCiI
.January 12, 206
SubjecT. Flat 3 % Costot-llWng Adjustment (COLA)
Page 3 of 3

COORDINATION.

This memorandum was coordinated with the Department of Retirement Services and
the City Attorney's Office. The recommendation isa result of discussions with the
bargaining units representing employees in the Federated Retirement System. The
draft ordinance was reviewed by the Federated Retirement Board at its meeting on
December 8, 2005.

COST IMPLICATIONS

There is no increased direct cost to the City for this benefit enhancement. In the event
the Board's actuary determines that there is an increased cost to implement the change
to a flat 3%o Cost-of-Living adjustment, such increased cost will be paid for by the
mein6ers of the Federated Retirement System as part of the employees' contribution
rate.

f ̀,,
Alex Gurza
Director of Employee Relations
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Historical Values of Inflation (Consumer Price Index -GPI)

Consumer Price Index -

Consumer Price Index - Urban Wage Earners

All Urban Consumers Annual Cumulative and Clerical Workers Annual Cumulative

Year January of Year) Change Change (January of Vear) Change Change

1975 52.30 52.60

7876 55.80 6.7% 6.7 % 5620 6.8% 6.8

1977 58.70 52% 122% 59.10 52% 12.4

1978 62.70 6.8% 19.9% 63.00 6.6% 19.8%

1978 68.50 9.3 % 31.0% 68.80 92 % 30.8

1980 78.00 13.9 % 49.1 % 78.50 14.1 % 492

1981 8720 11.8 % 66.7 % 87.70 17.7 % 66.7

1982 94.40 8.3% 80.5 % 94.80 6.7 °h 802

1883 97.90 3.7 % 872% 9820 3.6 % 86.7

1884 102.10 4.3% 952% 701.60 3.7% 93.5%

1985 105.70 3.5% 102.1 % 10520 3.3% 100.0

1886 109.90 4.0 % 110.1 % 109.10 3.7% 107.4

1987 111.40 1.4% 773.0% 11020 1.0% 709.5%

1988 116.00 4.1% 121.6% 114.70 4.1% 118.1%

7989 12120 4.5% 131.7% 179.90 4.5% 127.9%

1990 127.50 5.2% 143.8% 126.10 5.2 % 139.7%

1891 134.70 5.6% 157.8% 132.90 5.4% 152.7%

7992 138.30 2.7% 164.4% 13620 2.5% 158.9%

1993 142.80 3.3% 173.0% 140.50 32% 767.1%

7994 146.30 2.5% 779.7% 143.80 2.3% 173.4%

7985 150.50 2.9 % 187.8 % 148.00 2.9% 181.4

1996 154,70 2.8% 195.8% 152.00 2.7% 189.0

1997 159.40 3.0% 24.8% 156.60 3.0% 197.7%

1998 162.00 7.6 % 209.8 % 158.80 1.4% 201.9

1999 164.70 1.7 % 274.9 % 161.40 1.6% 206.8

2000 169.30 2.8% 223.7% 166.00 2.9% 215.6%

2001 175.60 3.7% 235.8% 17220 3.7% 227.4%

2002 777.7 72% 239.8 % 173.7 0.9 % 2302

2003 162.6 2.8 % 249.1 % 176.6 2.8% 239.5

2004 186.3 2.0% 2582 % 181.9 1.8% 245.8

2005 191.6 2.8 % 266.3 % 187.2 2.8% 255.9

2006 199.3 4.0% 281.1% 195.1 42% 270.9%

2007 203.437 2.7 % 289.0 % 198.673 1.8% 277.6

2008 212.174 4.3 % 305.7 % 207.931 4.7 % 295.3%

2009 211.952 -0.1 % 305.3 % 206.505 -0.7 % 292.6%

2010 217.478 2.6 % 315.8 % 213.443 3.4% 305.8

2011 221.067 7.7% 322.7% 217.328 1.8% 3732%

2012 227.605 3.0% 3352% 224251 32% 326.3

2013 237.198 1.6% 342.1% 227.533 1.5% 332.6%

Average 4.03% 3.97%

US City Average. All Items, Seasonally Adjusted Figures
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Board Chair Letter

~,r ~,~
SAN JOSE
CAPITAL OF 9LICQV VTLLEY

November 2$ 2012

DepartmerAl aJ ReGremen~ Services
fP.DERATfO CITY EMPLOYEES' ItE'illiEMENT SYSTtiM
POLICLANU R0.L I )FPPIIIMCN9' RY; 11112MF.N'f YLAN

"Ihe Honorable Mayor and City Council
Members of the Federe~ed Gay Employees Acu~cmen~ Sys[em
City of San josh
San Josh, Calilurnia

Dear Mayor, Council Memhecs, and System Members:

On behalf of die members of the Boerd o[Admoiisva~ioq 7 am pleased m presem the 1'edereted Clty
Employees' Refiremen~ System's (System) Gomprehenslve Annual Financial Repon (CAFA) (or the Gscul yce~
ended June 30, 2012.

The System earned a tlmc~welghted grass of i~veswem Ices ~aie of mmm of-3 0%and net o(snvestmem
(ees rate of return of-32%on imutments [or the fiscal yeaq compared w a -23%remm (or f¢ poGry
benchmark and a 1.1%return for the Master Imst Public Funds Median. Addi~ionaliy, the System eemed
a time-welghied gross o[(vvestment fees rare o(remm of 9b%und 1 2% [or the three-year and five-year
periods end[ng ]one 3Q 20,12, respectively, while the Master "I mss Public bonds Median earned n tlme-
wefghted rote of return of 17.9% and 1.9% (or the same pulods In winces[, die nei rote o(rewr~ assumed
by the Sys[em's ettuary is ].50%. the tie[ asset value o(tlie Sysem deceased from $1,896,OR,000 w
$1,787,097,000 net of pending purchases and sales (see the Financial Section beginning on page 19). The net
decrease in System net assets (o~ Gswl year 20ll-2012 was $109 025 000.

At the beginning of the fiscal year 20114012, much ul the System's assets were i~nesred in index funds
and op~imized pon(olios designed co earn index returns. Doring the (oor~h quarre~ of caienda~ year 207 ],
the Board adopted a new asset allocauo~ fn response m the ~esdis of en asses-liability study- The IYUS~ees
continued implemen[ecion o(the iiew asset alloca~inn dating the yeaq which aims to better posltlon the
System for potential future market e~vironmems.

A major focus (or the Board doting the fiscal year 2011-2012 was the implementation o[ the gwemance
scmem~e. The Boe~d hl~ed a govemavice consWiant m develop policies and diarters relating m roles and
responsibilities ofthe Board end staf[, se[fing stmnure, s~~a~e_gic plannl~g, eAacatlon and vaining, and
comnrv~ica[ions pro~owl- -

In Moy 2012, the Df~ector of Retirement Services, Russell Crosby, a~nouneed his Intevtlons m cetlre. the
trustees conveyed then epprectedon for Mc. Crosby's leadership end management of die System d~~nng o
time when sigNficam beneficial d~anFes were realized. Fnllnwing Mr. Q~os~y's mtireinen~ in September
2012, the Chfe( Oyerauons O[ficer, Domia 6usse, roes appol~ied es the Aning Di~enorm lead the
Retirement Services Department.

Ms. Blase has over sixteen years o[expeeience with the Ci~y and brings a wealth of 6 owledge across oll
groups o[the Uepartmem. The System also saw the depuwre of its Chie[ Ivves~ment OIHrer (CIO). Gamien
Racy-Choy, in July 2012.

the board has engaged an uecotive remWtlng lirm m seemh fis e Director end a C10, as well as (our
Invenment Officers, end is working closely in a mtlaboratfve process with the Glty anA the Soa~d of
Adminis¢etion [oc the Police Fz Fire Department Reticemem Plan m selett highly q~nFfied candidates [o fill

1"I39 N.Ii¢I SL SUIle 58q San lose, CA 9912-0509 ~e](408J 094-1000 j (0.08)392-G9S2 wwwsjre~irement_wm
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these l<ey leadership positions.

During the fiscal yeaq the 6oa~d hoed Atboume America LLC m pmvide absolme reiorn asset loss
mvsulung as well as Russell Im=estmems m provide policy wedgy se~v3ce ou the 5}sem's assess in ordeno
reduce she unin~e~ded risk of asset allocenon drift- In eddftloq the Boarzl sold its sole mdh•idualty nwneA
real estate prope~ry with the assismnce of Ame~icnn Real~y Advisors. The Uoa~d also hired Reed Smith LLP
as the Spsiem's gen .sl and invesunent morsel, Ice Mflle~ LLP as i6e Syz~cens sex m~~nsei, vnd Salesman
and]ohnson Law Corpo~x~ion m provide domesilc almions order services.

he Board belie~~es that the pmfessio~al services rendered by she staff, the eudltors, finestmem counscloes,
the ecmerial consul[anis, and she System's performance evalnaroa have produced a sound (mid cepn6le of
continnesl growth. The Board o(Administratlon end lis stall are available m p~wtde eddliional in(ormatlon
when requested.

Sincerely,

Mast Lnesch, Chairman
hoard of Administration

e~~y



Table of Contents

I. INTRODUCTORY SECTION

11 LeVerof Tansmitbl
14 Cercificete of Achievement for Excellence In

Financial Reporting
15 Cer[firateof Meeting Prolesslonal 5ta~dards in

Public Pensions
16 Board of Adminirtration
16 Administation/Outside Consultants
16 Standing Public Meetings
i] Department of Retirement Services Organizational Chart

II. FINANCIAL SECTION

20 Independent Audimr's Report

22 Managements Discussion and Analysis

Basic Financial Statements
32 Statements of Plan Net Assets

34 Statements of Changes in PlamNet Assets

36 Notes to Basic Financial Statements

Required Supplementary Information

55 5<heduleofFundln9Pro9mss-
Defned Benefit Pension Plan

56 ScheduleofEmployerConfributions-
Defined eenefd Pension Plan

56 SchedvleofFundingPmgress-
Postemployment Healthcare Plan

5] ScheduleofEmployerConinbutions-
Postemployment Healthcare Plan

Other Supplementary Information
58 Combining Schedule o(DeTned Benefit Pension Plan

Net Assets
59 Combining Schedule of Changes In Defined Benefit

Pension Plan Net Auets
60 Combining Schedule of Other Postemployment Plan

New PSSets
61 Combininq Schedule of Changes in Other

Pwtemploymem Plan New Asset
62 Schedules of Adminishative [xpen sand Other
62 Schedules of Payments m Consultanss
63 Schedules of Investment ~penses

III. INVESTMENT SECTION

66 Report o4lnvestment Activity
%0 Statement oRnvestment Policy
80 Investment Professionals

81 Schedule of Investment Results

Investment Review
83 Target Assat Allow9on/Actual Asset Albcation
84 Historical Asset Allocation (ACmalp

Market Value Gmw[h of Plan Assets/
Hlsmry of Performance

85 List of Largest Assets Held
86 Schodule of Investment Fees
e] Schedule of Commissions
91 Investment Summary

IV. ACTUARIAL SECTION

94 Acnary's Certification Lener
96 Actuarial Assumptions and Methods
99 Schedule of Active Member Valuation Data
99 Changes in Retirants (Indoding Beneficiaries)
100 Solvenry Test
1p1 Acwarial Analysis of financial Experience
102 Summary of Retirement Bene{it Provisions
104 Actuary's Certification Letter

(Other Po9employment Benefits)
106 Actuarial Assumptions and Methods

(Other Postemployment Benefits)
118 Summary of Key Substantive Plan Provisions

(Other Postemployment eenefrts)

V. STATISTICAL SECTION

Statistical Review

120 Changes In Net Assets
121 Benefi[and Refund Deductions bom

Net Assess by Type
122 Employer and Employee Coninbution Rates
123 Retimd Members by Type of Benefit

124 Average Benefii Payment Amounts

Retirements During Fiscal Year

126 Service Retirements
tD Deterred Vestad Retirements
1D Service Connected Dlsabiliry Retirements
127 Non-Service Connected Disability Retirementt

Deaths During Fiscal Year

12] Deaths Aker RetiremEnt

iD Deaths Before Retirement

CompreM1ensive hnnunl Financial Repert 201110II San JOSe Fednmted Clty Employees'Retieement S~ztem



TH1S PAGE INTENTIONALLY LtiFT 6LANK



~ ~; - ~ ~~

x
y~'~ lx ~'~~. ~ t~ -~ e + ~ 4 

k

dL~ ;Y 1 'w t ~ Y e FI ~ y' b~~ A ~ 
e

!^a _ ' 3f rr$~"..s'r3a ,z:-̀~'. a...^.' ~~- °! u _,.. db 
,.. S ~ F~

City of San Jose

Federated City Employees' Retirement System

Comprehensive Annual Financial Report

for the Fiscal Year Ended June 30, 2012



]'HIS PAGE MTENIlONALLY LEFT BLANK



Letter of Transmittal

lllrot

SAN JOSE
UPI19L OF 9LIIX)N VAIAS:Y

November 78, 2012

Bmrd of Adminisvation
Federated Ciry Employees Retirement System
1737 Nanh I9rst Sheet, Sul[e 580
San Jose, GA 95112

Uear Trvsreec

I em pleased m present the Comprehensive Annual

Financ(al Report (CAFR) o[ the Fede~a~ed Gty

Employees' Retlrement System (System) !or the
fiscal year ended June 3Q 2012. Responsbllity
[or both the accucaey of the da[a, and the
completeness and feimess of the presentation,
rests with the Syste~is management_ This GAI=R
was prepared m conform [o [Fe pnncSpics of
gwernmemal accounting and reporting set (onh
by the Governmental Accouming Standards hoard.
T~ensectio~s of the System are reposed on the
accmel basis of accounting. Foy an occ~view and
analyss of the fi~a~clal activities o(the Systmn for

the fiscal years ended June 3Q 2011 and 2012 ~e(er

[o die MenagemenCS Dlscusslo~ and Annlyss nn

page 22.

Macias Gini dt O'COnvell LLP, the System`s
independent audfmq has eadf~ed the accompanying
financial staterooms. Mmagement betleves
fntemal mmrol fs edequaie and il~e xcmmpanyfng
s~atemenis, sdiedules, and ~ehles em [aidy

presented and free from material misstatemem.
Sv(fibent imemal mnvols over financial reporting
exist m provide reazoneble assmniice rege~dmg the

sa[ekeepfng of assets and fair presentation of the
[inandal siaiemen~s and suppnnfng sdiedules.

The fnanciel audit provides reasonable assurance

that the Sys[em:c finen~ial statements are presented
in m~tocmfty with generally accepted ecmuneing

principles and arc Gee o[ material misstatemena-
Ihe System recognizes ~ha~ even sound and well-

designed internal controls have thur Inherent

Deparbuent ofRetiremen~ Servires
Pf DGIUT[D CITY GMPLOYEES' IIFTIREMfN I $VSTFM

YOI ICF GNU I'll(Y OF PAILI'MFNT IiL I"IRIMENT PLAN

Iimftaticns to that errors may still occur as a resin[

of faanrs such as carelessness, foully judgment,
commu~icauon breakdowns, and/or that in~crnal
controls can be eireomvenied by Imemal or
exrernai cnllusfnn. The System moiinuausly
reviews Imernal mmmis m ensure that the Sys~em's
operating policies xnd pmczdures are heing
adhered m and that the con~mis are ndeGuaie ~n

ensure accurate end reliable financial ~eponing and

w safeguard the Systems assets.

In[ormation contained fig dots report Cs deigned

w p~wide a comple~e and accurate financial
~eeiew o[ the year's operenons-1 am proud to
report that the Governmem Finance Officers
Association o(the United S~aics and Canada
(GFOA) awarded a Gertifica~e of Achceveme~t for
Exccilenre in Finenclel Repo~tlng to the System (or

its CAFR (or the fiscal year meted ]vne 30, 2011.
The CeniFica~e of Achievement fs a prestigious
national award recognizing conformance with
the highest standards [or prepare ion of state and
heal govemmem fi~ericial mponslhis report
must satls(y both generally e¢epted eccou~ung
principles and applicable legal regvfrements- We
believe our cvrrem reparc mnti~oes m mn(a~m

io the Cerii6cete of Achievement Poogram

Regaleemems and s[a[f will submli it m the GPOA
m detecmine its elfgfbilfty (or another certificate

(or the fis~el year ended June 3Q 2012. "17ie System

eLso recelvesl the Public Pension S~e~da~ds Award
In ruogninon of mee~ing pin[essfo~al ste~dards
(or plan design and admlvisvano~ by the Public
Pension Coordinating Council.

encnnrage you w review this report carefully.

I trust that you and the members of the System

will find thss CAFR helpful iv understanding
the System.

Funding

"I"he System's funding for bosh its defined benefit
pension plan and fa defined benefit other

yoste~npleyment healthcare (OPEB) plan Is m meet
lo~g~erm UeneGi obligatlons through centributlovs

ll)]N. PirsI St_Suite 58Q San lose, CA 95112-0504 fsl (~OR)094ID00 fus (408)392fi932 ~~wwsjrcliremwt cam
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and in es~ i ulnmme As a[Jene 3Q 2011, the
landing eatio of the defined benefit pevslon play

vas 65'K and for the defined benefi~ ONF6 plan was

12"b based on the actuarial value of assca.

For the valuation of pension and OPEB benefits,
the vcmarinl assumption for the nei rate o! return
m he earned 6y the 5}°stem Is curmnily ]SO%end

6.10%, respectively. The Impea o(~he dif(evenre
he~ween the acm~l net rate of return evrncd Uy

the System a~~d the 7 50%and 6.IOY azsumpuons
will result in deferred inves~mem lossr5 that will

be ~elleaed In the pe2sion and OPEB, respeaiveiy,

unfunded liebslities in nex~ year's CAh R. "fhe net

dureese fn System assets Ior fiscal year 201]-2012

waz S10Q025,000- Details o(the wmponents o[ phis

decrease ere included in the Aetemem o[ Changes
in Plea Net Assets on page 3d. "fhe defined benefit
pension plans funding progress is preserved on

page 55 xnd the delincd benefit OPEB plan's funding

progress is presented on page Sfi.

financial and Economic Summary

The 201]-2012 fiscal year began wish heightened

market volatility and risk aversion af(ening [he

inaricea, due in pan m a renewed tucus on the

(alter[ng global economy and sore*eign debt issues
in the Eumzone. the third quar[er o[ calendar

year 2011 was the w~orsi yuaaer [or equstiu since
2008 despite efforts by poGcymakers, including

the announcement oCihe US. Federal Reserve's
"Opeation Twisf and an expansion of the Europca~~

rinen<ial Sia6iIIty Yacll(iy. During the (ounh

quaver of celenda~ ycac 2011, invesmrs remr~ed
to risky assets clue partly m imp~wed economic

data and hopes of a mmtution m she sovereign debt
[ssues in the Eumzone_ Imresmr np6mism persisted

during she fi~s~ few months of calentla~ year 2012,

as global equity- markets soazed and U.S. stocks
exper enced their best quartersince 1998_ How

umber efiiear-germ issues mmai~ed unresolned~
Including sovemig~ debt issues In Gurope, the

potmival [ore "hard landing" in Ghlna, end a stalled
reeuvery in the L.S. economy.

Fiswt year 2013 promise mminued vola~ili~y In

the ma.ke~s and, while the System is diversif ed

in a way that provides the best passble chance (or
achieving long-~crm returns to meet its obligations

and obJeciivu, ii Is of aS[ical unportanw ghat the

System wn~inues ~o focus on low voleiility and

stability of returns going forwnrd.

Investment Summary

The Road of Adminlst~atlon hes exclusive coinrol

o[ all Imexmenis oRhe System and is responsible
far the establishmem oCinvesimeni abjenives,

stategies, and policies Members o(the Board

seree sn a fiduciary capacity a~~d man disdiage
they dories with respec~ m the System and the

vutment port[olio solely in the Ivieresi of and

Ior the exclusive purposes of providing benefice m,
~ embers of the System and Aef~aying the musoneble
cost of administreiioa

Over the past fiscal year, the System's gross of (eu

rate of return was 3.0 h and net of investment

[e s rate of ~ewm was-3 2%, wh(le the paltry

bc~chmerk returned -23% and the Master Imst

Public Punds Median returned 1.1%. Additionally,
the Synem's gross o((ees rage o! return was 9.6%
and 1 2% (or the three-year and five-yeas periods

ending June 30, 2012 respectively, while the Master
Trust Public Funds Median was 11.9%and 1 9% for

the same periods. the net asset value n[ the System
decmesed from 81,896,OR,000 m $1]87,047,000,
net o[ pending purchases and sales (see the

PinoncSet Secno~ beginning on page 19).

Ai the begtnnfng o[ the fiscal yeas 2011-2012, much

o(the Synem's assets were invested to index [ends
and optimized portfolios designed ~o earn index

returns During the [wnh q~ar[er o[calendar year
2011, [he Beard adopted a new asset allocatlon fn

responre m the resWts o[ en asset-]iabilitysmdy_

During the fiscal yeaq the Tcastees continued

tmplemenuuon of the new asset allocation, which
aSms m beue~ portion she System far pocentfal

[umre marke[voleulity.

Major Initiatives

In May 2012, the Direcm~ of Reti~emenr Services,
2ussell Crosby, anneonced his tmemions [o retlre.

the Trustees conveyed their eppredatlon [oc

Mr. Crosby's leadership end management of die

System. Under M c. C~asby's lexdeahiq the System

was named Mid-Sized Public Pension Plan of the
Year fn 2009 [or dramatic changes implememed

in a wmplex enwmninem wllh two separate

pension plans and mvhiple mnsultena and money

managers. Me Crosby was also inst~umemal in [he

City of San Jose's governance study that resulted in

the seating o[ four public austecs independem o[

the City on the Board.

CompreFensNe Annual Flnenclel Report 2011 ~tO1T San JasE federamd Ciry Employvez'ReOrement 5ysem



Letter of Transmittal r~o~~~~~;~-

The System also sew the departure of lis Chiel
lm~estmem Officer (CIO), Carmen Racy-Choy,
who resigned in July 2012. Ms. Racy-Choy wu
uiscmmental In the implementaHO~ o[ policy overlay
on the Pian's accts and rtansiiioning d~c assess Gom
active managemem m optimized pon(olios des~ned
m eam index re~ums-The Boerd has engaged eo
executive recmiiing firm m search for a Direcmr and
a ClO. as well as [our Invesment 0((ice¢.

Donng the fiscal year 20ll 4012, the Trustees
wntinued lmplemen~anon of the governance
s~mcm~e by hking a goveinu~ce consultant io
develop policies and procedures relating m roles
and responsibflltles o(the Dowd and sta[[ swffirig
s~mau.e, scraregic planning educatiun and
vaSning, and comm~ni<a~ions pcotoml.

In July 2011, a new Imema! Revenue Gode Sectlon
1l5 tms~ was esubiished by the San Jose Ciiy
Gwnctl io provide an alierna~ive w the existing
401(h) ecmum within the pension fund [o~ retiree
healthcare benefits f~nding. TFe City Ordinance
cequi~ed the healthcare trust [nlually be fnves~ed in
liquid asset losses according ro [hr pension ~mst
tnvesunent policy statement until a separate poifry
Is developed, which fs exputed m be completed
during fiscal year 2013.

Du~ing the fiscal yeas, the tloa~d hf~ed Alboume
America LLC io provide absolute return asset
class consWling as well az Russell Investments
~o pmvfde pnGcy ovulay se vice on die Systems
assets in ocde~ m reduce the vNntended dsk of
assee allocation drili. ]n addiiioq [he Board sold its
sole individually owned peal estate p~ope~ry with
the assistanve of American Renity Advisors. She
Board nlso hired Reed Smi[h LLP as the Sys[em's
general and Investment counsel, ice Mllle~ LLP as
the System's tax counsel, end Saltnnen and Johnson
Law Comore inn ro provide domes[ic relations
o~dccscrvices_

The Reuremeni Services s~a[f pa~ticipated t~ the
Vision end Li[e Insurance Provider sciec~ion for
the Ciiy of Sen Jose m <onjuncnon with the Gty'_
Human Resources and Lahor Groups. Amid-year
speaal open e~mllment was conducted for retirees
m selec~ o visiun provider due to she expi~atiov o[
[he emz'ent providers wnaam. l'he spatial open
enrollment allowed retirees the oppo~m~ity w
enroll ord~ange their Personal Accident lnmrance
poise¢ Over S,000 levers were mailed out and dose
m 2,000 documents were received.

The agreemems t enveen the Ciiy and cer[aPn
6argaining groups siip~lated ihei employees
be nog allowed io ha~~e dual coverage under die
medical and denial mverngc wish Ciiy m~[recs-
Re~irement Services esssied in fdenu(ying af[ecced
employees and in pmvidfnq ciarificazion o[ the Svc
Jose MunicSpal Codc pro~3sions vs it pertained m
survi.-onhip benefits_ As a not~for-pmfi~ heath
plan camm5ned ~o provide acczss ro high qualiry
care at an affordable pHce, 61ue Shield of Calilomia
pledged ~o limit their annual net [nwme to 2%
of revenue wllecte~ and give bask any excess m
its cusiome~s starting with ihei~ 2010 revenues'
2etirement Services ~ueived a total of 81.6 million
o[ which ll%was refunded m retimes_ It~e ceiieee
penicipe~fon during Open Enrollment canfnaes m
fnecease, and in addldon m the &ee (lu shots, staff
organized bio-mevfc saeening (or renreu (or the
dura~SOn of the Retlree Health Fale -

On June 5, 2012, the votea o[San Jose enacted the
Svswinuble Retirement Benefits and Compeevse~ian
Ac[ (Pension A<t). The Pension Act amenAed
the Gry Cl~arie~ m change benefi~s for euaent
employees to establish diRerent benefits (or new
employees and ro place other limitations on benefi[s.

Conclusion

i would III<e io take this oppor[unitg m thank the
members of the System (or the[r confidence Sn the
plan management during thepasi year. I also want
~4 express my thanks m the Roe~d o(Administretion
[oi hs dedicated effort in mpponing the stiff
through this past year. I thank the cnnsWtants and
s[a(f (or their commirment to the System and (oz
their diligevc work u~ astute the System's mnt~nued
saccess(al opera~lon. -

Respectfully Submined,

~--- ~~--
Donna Busse
A0.ing Dire~ror
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Certificate of Achievement for Excelkence __..

in Financial Reporting

Certificate of
Achievement
for Excellence
in Financial
Reporting

Presented to

San Jose Federated City

Employees' Retirement System

California

For its Comprehensive Annual

Pinenciat Report

for the Fiscal Year Ended

June 30,2011

A Cerfificam of ACiueve~rent for L~celieoce in Pinencial
Reporting is presented by the Government Fioantt Offices

AssociaUOn of the Uniretl States and Caneda ro
govemmen~ oN~s and public employee retirement
systems whore comprehensive annual finonciul

reports (CAFlis) echicve Ne IugM1est
s~ondnNS in govemmovt acwuvting

and fine~cial reponivg.

~S~E 4tNyC~ 
Vu'^~""' N "'^~"~"

~4 N~ ~S~S ~ ~•

~~~~~A~+ Resider[

~wce~co
G

Executive Di~ecror

16 CompreM1ensive Mnual4inan<ial RepoM1 20112012 San JOSe Federa(etl Ciry Employees'ftetiremen~5ystem



Certificate of M.e~~ng Professional
Standards in Public Pensions

Public Pension Coordinating Council

Public Pension Standards Award
For Funding and Administration

2011

Presented to

City of San Jose
Federated City Employees' Retirement System

In recognition of meeting professional standards for
plan funding and administration as

set forth in the Public Pension Standards.

Presented by the Public Pension Coordinating Council, a confederation of

National Association of Stale Retirement Administrarors (NASRA)
Natlonal Conference on Public Employee Retirement Systems (NCPF.RS)

National Cou~cii on ~feacher Retiremen((NCTR)

~~

Alun H. WinFle
ros.~~~ne~c~r.nam.

~~1

R::"

ry_~

fat

~~``
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-, Boarct~af Administration, Administration,-:-..: . __- -
'~ ' and Outside Consultants
"'~ BOARD OF ADMINISTRATION

~' _', The Retirement System Is edmi~uiered by a seen member Board of Admi~isrzdon composed of n~~o City employee elened
~~ by member of the rys~em a 2e~I~ee Rep~esemaiive, and three public members, who aic not mnnetted w ih the Cliy and here

signifieam banking or im esimem experience, and another public member selecicd by she six Board members and app~oeed by
,~ the Ci~y Gounoi. The Board fs appolmed by the Gty Coune~l end serves in arcordanre with Sution 2.08 300 0[ the San Jose

Munidpal Code

As o[ June 3q 2012, the mnnbe~s o(the Roxrd were as follows'. '

MlII WfS(N, (NRIA.LHAIA 1ppp pPllYAN, VILf (NAIA RPN ANDPfW5, IA05IEE M4RIIN OIAYS,iAp9[k
lm0~oyetReprsmrolivmppoinlM PuAldmemdemppuinlNlol6e Empbyetfle0~~~e~ro~iv¢a00oinleG NAlum¢mLeioppoinhJmfAe
Io1M1eBOOrdin Ce¢mDerllgZ Aoar0ln0enm~erl010 Nermnm! rotM Bmrdm0eam6erlW9. BwrdlnMarc~I011. Xizmnenf
x~,mnemmmewr~e, remege,oercmor,nlme. namnmu.,muv~,e, rem<.nre,~m,~on~a.>ms.
xovemee~eo,wri. rva~remew~a, lair

MI(NRfLFPM51flON4, IPOSIff fOWRP0 f.0VfPi0N, iAIl51EE SIUPfl~OUfII~IAUAEf VflF (ONSiRNi,

Fu6)itmem0eiappoNtttllolAe FnnM%nnmembeiappoinlMin PoWi<mem6emOV~inteJlolhe NON-0OiM6 WAA0 MfM8fA
Boa~OinOttem~nl010 Nii mrrenl Ionunry1009 Mb mmntMm BoaidNOttembnl010. Hif rvnmf
2rm<Nlrtf Onem~eH11014. erylrerNOVem6n30, P01I reimeryi~ei NOrem~ttl0, )OR

DEPARTMENT OF RETIREMENT SERVICES ADMINISTRATION

flII55fLLLL(P059Y pONNR 8Y55E @PMFN RR(V-(NOY
OIAECi0A0FAEIlAfMfNISfNVIlFS OFWIY UIREQOA OkVUlY 01AEO0N

IPoU~ionva<anlmolSeplembn 6, 104 (HIEFOVfAAiWNSINfl(fA [NIEi INV(SiIAFNI OiFl(kA

~VOiltionvamn~asoUuly3l,Nlt1

STANDING PUBLIC MEETINGS

Roavd Meetings.lhi~d Thursday oRhe Month, 830 AM

Agendas [or alI public meetings are posteA on the bulletln board tit City
Hall and on the depanmen's websl~e at hup://sjveurement.mm/[ed/meci-
mgs/agendasasp or they can be obtained Gom the ~e[irement o[5ce a~
173] Nonh Fn's Street, Sulte 580, Say Jose, CA 95112. Meetlng limes vnd
locations are subject m change; pleaze cull our o[Gce at (408) 794-1000 (or
currem mfnrmatim~.

OUTSIDE CONSULTANTS

ACTUARY
Cheimq Inc
Encinitas, CA

GENERAL &FIDUCIARY COUNSEL
Reed Smith LLP
San Francisco, CA

INVESTMENT COUNSEL
Reed Smith LLP
Falls Chush, VA

INVESTMENT CONSULTANTS
Alboume America LLC -Absolute Remr~
San Francisco, CA

Mekeu Inves~mem Group, Inc.- General
Consultant
Carlsbad, CA

AUDITOR
Macias Gini La O'Connell LLP
Walnut Qeek, CA

A list oJLrvestment Professim~aL~ begins
on page 80 of (he Investment Setlfon of
Otls report.
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_:.~= Independent Auditor's Report

Cert3lied Public Fkccauntanta,

Board of Admfnfsu'ation o(the Glry o(San Jose "̀'
Federe~ed City Employees' Retiremem Sys~em ,,.
Sm Jose, Cali(omla -~

r.. _,_,,:...

We have audited the ac~rnnpanytng statements o(plan net assets o[ the City of Sa~Jase Federated ,.
Employees' Reu~emen[ System (System), a pension ¢ust [u~d o[the Gty of San Jose, Galifomia, as ofJune
30, 2012 and 2011, and die rela[ed staremems o(chaoges in pinn net assets fm the years then endeA. These - ° "
finavtial swtements aye the respo~siAllity o[ the Systems management. Our responsibfliry fs m express an
opinion on tFese financial statements based on om a~dSts.

We conducted our audits in aao~dance with auditing sr:~dacds generally accepted in the UniteA Suter of
America and the standards applicable m financial audi¢ ronteined in Governmem Auditing Standards,
issued by the Comptroller General of the United Stares. those s[andards require ghat we plan and perform
the audit en obtain reasonable assurance ebou~ whether the finaoclal staieroents are [cee of meie~ial
misstaieme~~ An eutlit includes consldera~ion o(ivtunei mnvol over fina~dal reporting as e besss for
designing audit procedums that are appropriate in the circu~ns~ances, but nog for the purpose of expressing
an opinion on the e(fec~iveness o(the Sys~einS m[emal control over fivanclal repo~tlng Accordingly, we
z~p~ess no such opinion. Ao audit also includes examining, on a tut basis, evidence soppmtF~g die
amounts and disclosures in the financial stare~nents, assessing [he accounting principles used and the
slgmfican estimates made by management, vs well as evaluating the oveeall 6vavciul statement
prese~rtetioa We believe the[ our audits provide a reasn~eble basis !or our opinfon

As discussed In Note 2(a), the ft~ancial statements o(the Sysem are in[ended [n present only the plan net
assets and changes in plan net urea of the Sys[em. They do not pu~pon m, anA do voi, preseN tidy the
G~a~del postlon oRhe City oCSa~ Jose, Celi(omia, as ofJune 3Q 2012 and 2011, and the changes in fa
finandel position (or the years then ended m con(o~mity wide acmumi~g principles generally accepted In
the United States o[America.

In our opinion, the financial xatemenu ceCer~ed m above pcuem fatly, in all muienel mspeas, the pled Lei
assea of die System as o(June 30, 2012 and 2011, and the changes in plan nee assets for the years then
enAed in co~fo~mi~y with aeeoumi~g peinciples gene~elly accepted in [he Unsted Sates o(Amenca.

As desalbed in Noie 5, based on she cowl recem acmanal. valuation as of]~ne 3Q 2011, die System§
independent aaua~ies de~ermSned that, at]une 30, 2011, the value of the defi~~ed benell~ penslo~ plant
aewatlal ammed liebiliry exreedrd she ecmoriai value o[ i[s assets by $982 mlllfoa "The most recent
acina~fal value o(as5e~s as ofJune 3Q 2011 does not ~eMci the lmpea o(de(er[ed invesm~eni Insses o($28
million that w1ll be recogNZed in (uw~e valuations. As described in Noie 6, based on the coos mcen~
acmadal vaWatlon as of June 3Q 2~ll, the System's independent ecmarles date*mined that, a~ June 30,
2011, the value o(the postemployment heeltheare plan's aewa~iel accmed liability exceeded she vcrosiel
value o[ its esseu by $1.0 6illiov_

In acmedance with Government AUdltlng SmndanAs, we have also issued our mport dated November P,
2012 on uur considers[ion of the Systems iotemal comml wee financial repotting and on our ~es~s o(fts
mmplience with cenam pmvfsfons o[ laws, regulaGO«s, m~¢acis, anti gram ag~ecmenw and ocher mmicrs
(or the year ended June 30, 2012. the pmPose o(~hat repm't fs m describe the scope o[ our testl~g o[
internal mvttol over financial reporting and compliance and the resvhs of ~6at testing, and nog m provide
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an opS~ion on in~emal mnuol over floandal reporting or on complmnce That report is xn integral part oC
vn audio per[o~med in accordance wnh Gwrnuvem Po~ditfng Smndmds end should be wnsidered in
assessing the resWts nl oor audit..

Accounting p~intiples genereliy accepted in the Coiled Stazes of Ameei¢z reyutre that ma~agemem't
discusion end analysis and the Schedo@s o(Fmiding Progress end Employer Cem~nbutions, as lisied'm the
table o(mments, be presented m supplemem the basic financial simemen~s Such i~IOC~nuilon, Aldioogh
not a pa.~ o(the bask fi~avcial suremen~s, is regofred by the Govemmenial Aecounong Standards Roazd
who mnsders ft ~o be an essential pen of financial mporting [or placing the bzfc financial sa~emems in an
nppmp~ie[e operational, economlq or his~onwl comext. we hove applied censin limf~ed procedures m the
required supplementary i~fonnetion in acco~da~ec with aaditing seanda~ds generally accepted in the
United States of America, which mnsuted ofinquiries of management about the me~hods of preparing the
information and rompac[ng the fnformauo~ [or consfs~enry with manegcment3 responses m our f~qutries,
the bazfe finanuei statements, and other Knowledge we obtained duci~g our aodUs of the basic financial
statemems. We do nog express an opinion or provide any assurance on the information because the limited
procedures do nog provide us wish sn(fi<ien~ evidence m express an opinion or provide any assurance.

Our audhs were condoned fog the puepuse o[ forming an opinion on the financial sta~emenis os a whole_
The Introdu<mry sernioq othe~supplememery in[ormuumi fn the C~nunciat section, finesnneot sec~ion,
ecwu~iel section end statlstirai secttoii as listed in the cable of mments aye prcsemed fm purposes o[
add[600el analysis and eye not a regof~ed part of the Gvancial statements. The other supplememary
in[o~matlon in the finnnclal section is the responsibllf~y of management and was derived (mm vnd relates
di~ecdy ro the anderlying accomti~ig and other rem«Ls used ~o prepare the Gnancal statements. the
informetian has been subjected m the auditing procedures applied in the aadlt o(the financial satemen~s
and certain additional procedures, indiidiog comparing and reconciling such in(orma[ion directly m the
undedymg aewunting and ocher records used ~o prepare die financial neiemen[s or to the fina~eial
statements themselves, end other additional procedures In aa~ordance w[[h aod[ti~g s~ande~ds gene~alty
accepted in the Untied Srates o[Amenca- In om'opinloq the information is [aidy stated in all matebal
respects m ~elauon m the financial sm~ements as a whole_ The fntrodvemty, imesunem, actuarial and
staustical sections have not been subfetted w the audltl~g p~o~edores applied S~ the audios of the basic
financial spacemen¢ and, accordingly, we do not enpress an opinion or provide any assurance on them.

Walnut Creek, Caii(omia
November 27, 2012
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SAN JOSE

IIae~d o(Adminisration

Federated City Employees Retlrercient S~s~em
1737 Nonh First S~reei, Suiie 580
San Jose, CaGfornfa 95ll 2-4505

Donna ➢ussc
Acting Dfrecmr, Retirement Services

The Depanmen~ of Re~iremem Servims is pleased m provide
this we~vfew and analys[s n(the fina~ciel activities o[ the
Yedera~ed Ciiy Employees Retirement System (the Sys~e~n) (or

the fiscal years ended June 30, 2012, and 2011. the System,
consisting of a single employer Defined Benefit Pension Plan

and a Pwremploymem Healthcare Plan, was established ro
provide retirement 6enefia (or eligible non-swum employees
o(the fifty o(Sev Jas@ (City) end thle~ beneficlanes. We
encourage ~ezdea ro consider the in(ormetion p~eseoie~

here in conjunction with additional inlormation that we have
[~mished in our LeuEr of ltansminal, wMch begins on page
ll of this cepori, and in the financial section which [allows
this discussion.

Financial Highlights for Fiscal Year 2012

As o(June 30, 7012, the System had 81 ]fi],04],000 in
m[al net plan assets held in ~msi for pension benefits and
postemploymen~ healthcare henefiis. Nei pension assets of
$1,649,249 000 ere available m roes[ the System's ongoing

oblige sons m pion paaicipents and them beneficia~les
except the Supplemental Re[fcee Benefit Reserve of
$43,]09,000. The pos~employment healthcare net assets
of 8137,798,000 are only evwilahle for the exdusfve use o[
retiree medical benelits.

the System's mizl nee assets held in vus~ for pension
benefits end posiemployment healihrare be~efi~s deceased

by $109,025,000 or 5.75% from the prior fiscal year,
primarily as a result o[ the dep~eciarto~ Sn the fair value
of investments caused by a decline in the equity markets
and a delay in the Implementation o[ she Sys~em'.s asset
allocation adopted by the Board in ~ecem6e~ 2011 m align

the Sys~emi expected ate of return with the expected
pension benefits lfebili~y vs de~enni~ed in the June 3Q 2011
val~~uion.

Additions to plan net asses for the year were 864,423,000,
which md~des member and employes mmrl6otions o[
$138,466,OOq net Investmem income loues exdudmg

recuriues lending of $74,182,000 and nei sec~ntles leading
income oL8139.000-

Deductions in plan net asses niaeared Iron AI50,731,000

w $173,448,000 from the poor (iscxl year, or approxiinazely
15.1%, due io an [naeaze in re~iremem benefits and
hcalihcare premiums, which were auribmable m an
maeesed number of retired members end heneficie~iu and

increased health care premmm coils.

Overview of the Financial Statements

The [allowing di cussion and envlysis is iruenAed m serve as
en Introduction m the Synem's finandal statements, which arc

comprised of these mmponen¢

1. Sta[e~nuns of Plen Nei ASSeu

2. S~aieinems o[ Ghange~ n Plan Nei Asses

3. Noes m the Basic Finuncial5~atements

Please note, howeveq that this repm~ also wntasns reyutred

supplementary inEormadon and supplemental i~formauon in

addition w [he ba is financial steicinems themselves.

The Statements of PI¢ri Nel AsseGS ere e snapshot o(account
balances a~ fiscal yearend. I~ mdfca~es the assets available far

furore paymems m rctimes and any current liabilities that arc
owed at this time.

The Sm[einents of Chnngec n~ Plan Net Assetr, on the other hand
provide a view o[ enaent year additions m and deductions

from the System.

Both smtements are in compliance with Generally
Accepted Accounting Principles (GAAP) es see lonh by the
Govemmentel Aaovvting Siandaids 6oa~d. GAAP requires
certaPn d3domres and snte and locvl go~ertvnent pensPOn
plan end other postemploymem benefit play repons use the
full acttual method o(acmuntlng the System wmplies with

all material cegofrements o(~hue pmnooncemenis_

The Statement o(Plan Net Asses and the Siatemen~ of

Ghangzs in Plums Nei Asses repon lnlocmauon above the
System's activities. Ihese sa~emena include all assets and

Iiehiii~ies, usng she full ncemal buts of ecmumfng, which
recognize co~vibutlons as revenue when due pu~uant m

formal mmmi~mems as wail az smmmry and mnvacmal

mmmi[mems and beoefi~ and refunds of mmeibuuons when
due end payable trader Ole provision of the 5ys~em_All o(ihe
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curmm year's nddluons and deAuaions are ial<en info acmum
regaedless o(when crash is rece~eul or paiA. All ineesment
gains and losses are reported ai the ~rxde date. not the
seulemem date. In additioq both realized and u~~realized gams
and losses on imestmeniz ere ~eporiul.

These tiro staiemcros mpon the Sys[em's net asses held In
~ms~ for pennon benefits and postemplo}~ment heahhcore
benefits (net assets)—the dif[ecence between assns and
liabilities- Over time, Increases and dea'eazes fn the Sysem's
net assets are one indicator o(whraher its financiwl health
miprwfng or de~e~iornnng. Other (acmrs, such as Abe

System's (onding progress and funded rams, should also
be considered fn mFasarfng the System's overall heahh
flee the sdiedoles o[ fiuiding progress and schedules o[
employer coneribwions on pages 55 - 57 of this report).

Noes m the Bosfc Finar¢inl5tatements p~ovlde addluonal
fntormanon that is essential m a fWl unders~anding of the
data pmvtded m the financial s~arements (see Noces m
Basic Financial Statements on page 36 of phis reporq.

O~heiln(ormaGOn In addl[ion m [he financial statements
and accompanying cores, this ~epore presence certain
required supplememary information concerning the System's
progress in funding its obligations m provide pension and'
other postemployme~c heel~hcere benefits ~o members
and employer mnvibmions (see Required Supplementary
Information beginning on page 55 of this rcporp.

The schedule of funAing progress of the Defined Benefit
Penslo~ Plav prepared using the mei~ke~ ealue o(plen
essem, mmbining schedules of Defined Henefii Pens[on
Plan net assets and changes in net assets, sd~edules of
adminis[raove expenses end otheq invutmevt expenses,
and payments m consultants are peesemed immedimeiy
following the inquired supplementary fn(ormn~fon.

Financial Analysis

As previously noted, net assets may senre ovenimc as a
usefid i~~i~atio~ oCthe Systemt financial posuon (see
Tables la and le on page 24). A~ she dose o[ fiscal years 2072
and 2011, the System's meal assets exceeded the System's'
wtal Itabtlities. lfie Systuns fnencial swicmems do nog
mdode die aemarial eccmed 7fablGry for the llefined Henefit
Penssnn Plan and other Yoxnnployment Healthcare Plun.

The (onded stems of the System should also be ronsidered
when evaluatl~g the Systems (manciel health. As of June
30, 2011, the Sps~enis most ~ecem vuluatloq the Cundcd
_gams o(the System 3ecmesed Gom 69% w 65% (o~ the
Defined ~e~cCu Pensto~ Plan and remained at 12%(or the
other Postemployment Healthcare Plan. The increase in the
univvded vctun~ial acc.ucd liabflf~y (UAAI.i was prlmacily
due w changes fn acmadat assumptions as ~emmmended by
die Hoard's ec~ovry end adop~ul by the Board [or the June
3Q 2011 valuations I'or more [nformatio~ on the insults
and impact o(the June 30, 2011 valuations, pleau see Nrnes
5 and 6 to the finananl sta~emena on pegu 48 - 53.
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NET ASSETS FOR THE FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM'S DEFINED BENEFIT PENSION PLAN
.(Table ta) As o~June 30. 2017, and 2011 (In 7houmnds)

~M9 ~nt1 ~~crease/(Decrease) Increase/(Decrease)

NET ASSETS FOR THE FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM'S DEFINED BENEFIT PENSION PLAN
(Table t b) As oOune 3q 2011 and 2010 Qn Thouwnds)

2077 - 207b... Increase/(Decrea
Amount

IaJw t* pfl3~~s~~j~ 8 e,sls,~'

1.894775 ~ ,aS~_ 225.239

913,489 ~"-`~ `,~'..(~14z a~'~y 233,754

152,871 (19,062)

752,671 ,x?L'',s~s ~a`~ d.4',~„-5? (14.0621

t-A, f,9~if,8 , 3 ;, %` $ 1,760,678 S~'~' ~; $ 247,876 ~ s%

NET ASSETS FOR THE FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM'S POSTEMPLOYMENT
HEALTHCARE PLAN
(Table 7 c) As o(June ?0, 2012 and 2011 Qn Thousands)

2012 20~~. Increase/(Deadease) Increase7(Decrease)
Amount Percent`

Re¢eivz6l,i;: ~'~' a '_` $ 960 3~"~ '~ J SP7r.ix 5.... (1.547).

9, @Ktry,~~~ji~~fwa ~ 87.425 r ,., p.395)

i>. ~_ _...'Y3~~r

~~k. "~ tq°,~ ..y"~-h`~`z

.~"'ta A55~§ ~~l 138,385 w ,fir >~= ~~,~Y~~`'~ (8,942) £ag .~:"i

~ LgegT,. _~~~ g3`~s ~ 58/ — (11,286) ~a' ~

'6t`S~.L~"i71 "' 587 t r ~ (11,286) ~' ",
~. ~,.

Nq k el~° "̀i~'' $ 137,798 ~ Q 5 2,344 t ; '~.'

NET ASSETS FOR THE FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM'S POSTEMPLOVMENT
HEALTHCARE PLAN
(Table 1 d) As o(June 30, 2011 onA JOIO Qn 7housonds)

2011 2010 ~^«easel(Decrease) lncreasi
Amount P~

Re~~re ~~e~k ' r ~~i b zso7 ,y~ (d~ 4 ~'~~5 ?r:c. $... 3flz ¢s".~"~"~

1~3eesMSSa!'i~lalilp,~ 144.820 y 26.900 ~ ~~ 5 ~ ~~

To~ei d}~Sp~ 1a7,327 ~"t ;~~Y7'~o~^~'m 27,2a2 "~'"'`m ,~.~

~ 11.073 ~~#1~z3.'" (Ibl) '"".,~~P~~)db'1t i

~ata~ i~'~i11~ a 11,873 ¢.~~ ~.'18 A (761) j '~~;~~~ , ~

Y'Ytf~'t¢ .~ $ 735,454 ~ ~'- ~~p~9''~ ~, $ 27.443 :,,
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FEDERATED CITY EMPLOYEES'
RETIREMENT SYSTEM'S
DEFINED BENEFIT PENSION
PLAN NET ASSETS
June ?0. 2012, 2011 and 2010
(Dollars in Milllan

FEDERATED LITY EMPLOYEES'
RETIREMENT SYSTEM'S
POSTEMPtOYMENT
HEALTHCARE PLAN BENEf1T5
NET ASSETS
/une 30, 2012, Z01I and 2010
(Dollars in Milfons)

sicco

5W

aq

srq

nsse~s oan~rres nsze~z

Hsiels ~idbili[ies Assefr

(5: zmi

zai i

io~a

xoiz

xon

zoia

Comprehensive Annual Flnan<ial Report 20112012 Szn lou Federatetl Clty Employees'Potirement SyAem 25



Man~ement~`~s~l~iscussion and Analysis ~u~a~d~eed~ r~o;,r~:~~ ___ .,

As at June 30, 2012 SI,649,299,000 and $137,798,000, in
meal net asses are. held in irus for pensen bevefia and
pos~cmpluymeni healihca~e benefits, mspeciively (see Tables
la and Icon page 24). Net pension asses oC
S 1,b49,249,000 are available m meci the System§ orgoing
obllgauons m plan parucipams and thef~ beveficfarfes
excep(essea held in the Supplemental Retiree Renefit
Rescrce (a mserve in the defined benefit pension plan), o[
b43 109,000, which Is used ~a provide supplemental
benef is io retlrees on a dlsaetionaiy basis. Postempioymem
heal~hcnm net assets x($137,]98,000 are only available (or
the exdusfve use o[ ~eu~ee medical 6enef¢

As o(June 30, 2012, mtal net assets fog the pension 6ene0ts
decreased by 63&.and increased V}' 17% (or the
posyemployment healthre~e benefits plan from the prior
year primarily rive m the net deprecie~ion in the fair value of
l~ves~ments of A98,855,000 and $7,B ll,000 [o~ die Defined
Benefie Pension Plxn and Posremployment Heai~hca~z Plaq
respectively. The dep~ecfauon In the (af~ value of
Investments was caused by the duli~e (n the Imemauonal
equity and commodi[ies marke[. During the transition w the
new asset alloeanon the Board hired Rassell Investments m
prw(de asset overlay services m rebalance the System's
assea ro the Board apprmed long-term ~argeLS. She Systems
current asset allocation Is discussed fn detail in Note 2(c) of
the finendal s~&iemencs on page 3N.

As nQo~e 3Q 2011, mml net assess (or the pension benefits
and postemployment healthcare benefice plan increased by
16 4%and 25.4% Irom the prior year primarily due m the
net appreciation in the fair vah~e of fnvestmems of
A252 848,000 and $19,23Q000 [or the Defined Hevefii
Pcn. n Plan and Pos~employmene Healthcare Plan,
.espectively. The appiecietion in [he fair value of
investine~cs was caused by the recovery in the investment
ia~ke~s and she System's implementaiio~ o(a new

diversified asset allora~fon, adopted by the board In fiscal
year 2010, which included an asset allocation w a mare
diversified svucnve that indudesmmmodities, absolute
mmrq and oppormnistie investments.

As o(June 30, 2012, receivables decreased b}' 811,999,000
or 61.4% and $1,547,000 or 61.7% in the Defined 6ene5~
Pension Plan end Pos~employmem Healthcaee Plan,
especnvely, due w v decease in receivxbks [mm die Gry
for convibmioas and brokers and others !or year-end
investment Lades. The p~lor fiscal year ~ecelva6les Included
a peiuiov contribution ~eeeivuble of approximately
$8,000,000 due from the City ~o fund the annual required
mntribmion_ The Qry elected nod io phase-in die impact of
the]une 30, 2009 asomption changes on tUe contrfbuuon
m~es over afive-year period as orlgi~elly adopted by die
eoaed; see note 5 of the fnavdal stateme~is. In the previous
year, receivable (o~ [he Defined Benefit Pension Plan and
Postemployment Healthcare Plan ma~eased by $8,515,000

or 83.5% and $382,000 or 18.0% due io a year-cnd
comrfbmion receivable Gom the City m fund the annual
required wmnbu~ion !or die fiscal year then ending.

As o(June 3q 2012, mul Ilabilt~ies for the Defined tle~iefit
Pension Plen and the Pos~e~nployment Heahhcare Plan
decreased b}' 8145,518,000 or 95.1 %and $1 ] 286,000 or
9i1%, ~espectrvely, compared with June 30, 2011, due w
the System§ exit [mm reantles lendl~g ac~ivlty the System
received securities lending rr i e. from ]ni~~ 1 - Sep~embe~
3Q 2011. The Sys~em exited recunues lending acGVlry• In
September 2011, when the 5}'s~em ~ansitioned custodial
se~vlces Gom Northern ]rust Company m State Street bank.
As oQu~e 3Q 2011, weal liehlli~ies for she Defi~e~ ➢enefit
Pension Plan and the Postemployment Healthcare Plan
dec~easect by $14,062,000 or 8R%end $161 000 oc 13%.
respeninely, wmpared
with June 3Q 201Q due m deaeazes ~~~ payables far
edministoaiive and heahh expenses and securi~tes lending
wllaterai due m borrowers. "Lhe System's investment to
securities lending Ilucmeied with demand [or the
System's secwi~ies.

System Activities

In fiscal year 2012, the System§ eombtned Defined 6eneGt
Pension Plan and Poaempioyment Healthcare Plan net assets
deceased by $109,025,000 or 5]5%, primarily due m tUe
decline in the equf~y mvrkets experienced in the ~irsi half o[
the fiscal yea¢ In December 2011, the board edop~ed a new
asset allocation policy m meet the Syslemi long-term
expected rate o(remm and mee~ future benefit obligauoos-
The fair value of the Sysiun_ combined Defined Benefit
Pension Plan and Poaemploymem Heal[hcare Plan
imes~menu declined Vy 5252,183,000 thereby a<wuming
fog a 1236°.5 decease fi'om the prfo~ yeae Key elements of
the Systems financial eniviiies are described In the sections
that follow.

Additions to Plan Net Assets

The euea needed w finance retirement benefice ea
accumulated through she mlluiion o[employec and
employee rom~ibwions and through eamings on Invesmients
(~e~ of tnvu~men~ expense.). Addtuons m tUe Defined Benefit
tension Plan and Pwteinployment Healdsare Plan for the
sisal yeerended ]one 3q 2012, wem 828,]34,000 and
$35,689,000, respectively (see Tablu 2a and 2c on Pegu 28 - 29).

In fiscal year ended June 3Q 2012, werell addt~tons for the
Defined 13enefi~ Pension Plan xnd Posiempinyment Heahhcere
Plan decreased by $312 2P ODO and $19,340,000, or 923%
and 35.1%, respectively. The primary cause of the tlmrease
from the prior }'ear was nee invesmem losses, excluding
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securlues lending income, of 869 032.000 and $5 150pOQ
resputively, compm'ed ~o Incenmeni income of
%28],726,000 and 821 A08D00 in 2011. The nee investment
tassel ~.rere a resW~ of the dedinc In the eyuip~ market=_
during the first half o(the fiscal year. lire S~s~em's ti~ne-
weighied gross ease of cem~q as dete~mle~ed by she Sysem's
Inves~ment Consuhan~ on en imes~mem (non GAAI') basis,
for the fiscal year ended June 3q 2012, wvs -3 0%, compv~ed
to 19.0`M for fiscal year 2011. On a nei of manager fee balls,
the System§ nme-~veighicd m~e of remm fur the fiscal ycor
ended June 30, 2012, waz -32% compared m 18 8% Cor
fscel year 2011.

In fsrzl yee~ evdeA June 3Q 2011, wemll uddi~m~vs Cor the
Defined Benefit Pennon Plan and Postemployment Healthcare
Plan Inaezred by $105,244,000 end $8,335,000, or 39.6%
and ]] 9%, ~espec[Ively The maease From the prior yee~ was
primary due m Increases of $91,139,000 and Sfl,105 000,
irspeelively, in net Invesmem income excluding sca~riCies
lending income, which was a result of general investment
market increases and the System's implementation of a
diversified asset allocation edopced by the Bnard fn fiscal year
2010. "Ihe Systems time-weighted gross rate of rew~q as
deie~mined by the 5ysrem's Inves~mem Gonsutram on an
fnvestmevt (non GAAP) balls, (or the fiscal year ended ]tine
30, 2011, was 19 0% compemd m 1M1 )m (corrected Gom
15.9% as previwsly repotted) for fiscal year 2010. Fiscal year
2010 gross and nrx ~ewms were emended by she Sysem's
Inveslmen[ C nsdtan~ In performance reporting due m
mrrec[ions in ~he(c ma~kec vale end cash [low data (or the
System. -ffie Investment Consulta~CS mrcection did not
impart invesnnent valves ~eponed fn the prior years' financial
sta[emen~s- On a net of manager fee bull, the Syxem's ume-
welghied ~aie of ~ew~n for the Iiscal year ceded June 30,
2011, was 188% compared m 13]'M (mrrecmd from 15 3%
as previously ~epoc[ed) for the 6xal year 2010.

Deductions from Plan Net Assets

The System was aeatul ~o provide lifetime retirement
nuliies, survivor benefits, pc~me~em disabtli~p benefi¢,

and pos~employment healthcare benefits m qualified
members and [heir benefiela~ies. the cost of such pmgcvms
Inclodu ~uuaing benef~ payments and heahhce~e prcmmm
payments, as designa~ed by the San Jere Municipal Codc,
refunds o(mnvibutlons to te~mina~ed employees, a~~A the
cost o[ administering the Sysem_

Deductions [or the final year ended Jima 30, 2012, totaled
$140,103,000 end $33,345,000 fog the Defined benefit
Pension Plan and Posremploymem Henithcare Plan,
~especttvely Deductions [or the Defined BeneFi~ Pension Plan
inacesed 13.8% fmm the prevfoas year due m an I~aeaze In
benefit payments and administrative cons (see cable 2a on
page 28)-'the Snaeescs In benefit payments are pdmanly due

m mminued inaeues in retirees and brneficlades with
higher final average selanu. The inaeesu fn adminfsuanve
cosy are pdmarfly dce m addltionai pmfe~slo~al Cees [or
legal, actuarial and extemel nali~g services. The Deductions
[or the Postemployinent Neal~hcare Plan. increased by 20.9%
from the previous yeas due m mnunoed inoeues to
hesltheare insurance premiums [or ~e~irees end beneficiatlu
(see Table 2c on page 29).

Deductions (or the fiscal year ended June 3q 2011, mtaled
8123,145,000 and $27,586,000 for the Defined Uenefit
Prnsfo~ Plan and Postempioymcm Healthcare Plaq
respeaivzly Deductions fm the Defined Henetit Pension Plan
increased 12,4% from the previous year due m an Increase fn
~eu~ees end beneficiaciu and final avemee selanes (see Table
2b on pvge 28). Deductions for the Pasie~nploymnn
Healthcam Plaq inaeesed by 13-8%from the previous year
due m fncrensed heahheere insurance premiums [or retirees
and benefidades (see Iable 2d on page 7.9).
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Managnt's Qiscussion and Analysis ~una~daedJ cc~~~~~„~~r~>~= _• ,_;:.

CHANGES IN PLAN NET ASSETS FOR THE DEFINED BENEFIT PENSION PLAN
(Table 2a)
For [he Fsml Yeais Ended June 30, 2012 and 2011 Qn Thousands)

Increase/(Decrease) ~~~rease/
2012 20~~

Amount
(Decrease)
PercenS

~mplD~pe rf''o~tYiWtidns f'':~ 8 10555 S .~jS. ~4%~tw,< S Q40n7) :'i ~9I°,6 ~-

"Ert~ployeY-C`~ntributore ~ E10A2 ~~:` y`5Q;¢H(!.`~ ~. 27902 4719x;

NaY lrtvestrfiErCt lneame7(IOS~"' (6032) ~$7r 7$~, <s (35575~~ 12tl 19'-" s

Nei S~cuntieit~entlinglrrtoma: 129 ~.,`"~~- 453 ~ (324) 715i$'0'?=

~7otai'ff~~I~ons -~ . .. 28734 „>p? 37, ~~A;s :: (342,227) = "92,3ap3=-:'

CHANGES IN PLAN NET ASSETS FOR THE DEFINED BENEFIT PENSION PLAN
(Table 26)
Far the Fisml Years Ended June 30, 2011 and 2010 (In lhausands)

Increase/Decrease) ~~«ease/
2011 2010' 

.Amount 
(Decrease)
Percent

~lfi, pyee ' -.;,. ~. $ 24602 m$-'r' ~3s~*M $ 11206 ;w~}

F.m

,~g~

b6n5 591R0 GA,yr ~ 4614 ^' 85%~ w:`

fl~~ In "~^~~, i2, 266726

r

3 v"~'~x^ ~ 91139 ~~4

ryh
°'"" 

:~~TC ~''~."e= x53 _7 ~B ~ (nis)

,Tµ .t~"~'~'~~~`~`'°"i 370967 ,*'`'{~", .713e 105.244 .;~„'r34.b lo'~~ m

za comprene~s.en~~~,i n~a~~~di rzeporc ionaoiz s.,~mse reae.aoea rry empioreet a~vremem sy:gem



,. _».
CHANGES IN PLAN NET ASSETS FOR THE POSTEMPLOYMENT HEALTHCARE PLAN
(Ta61e 2c)
For [he Fisml Years Ended/une 3Q 2012 and 1011 (In Thousands)

Increase/(Decease) increase/
2072 2017 (Decrease)

Amount percent

* Net o/Investment Expenses o{8547 and $256 in 2011 and 201 I, resryec[ively

^:H ~~ ~ ~ "~fl~3m 33071 ~ ys + 37$..i~ 5707 h ~ 2~1 '~

.~ (nin4&t _~ _3~ t± ~ . -,~s ~' 266 vk'.t'...-„~h,. ''~ 52 ,~r ."i ,v '7°X+.

j~1p. .~~~=~~ 735,454 Cr~C;";'Ia 27.443 ;„'_„7::*"?*'

CHANGES IN PLAN NET ASSETS FOR THE POSTEMPLOYMENT HEALTHCARE PLAN
(Ta61e 2d)
For the Fisml Years Ended June 30. 2011 and 2010 (In Thousands)

2011 2010 ~ increase/(Decrease)
Amount

i&nplo~ee ~ 'v$ 16041 ~a~~w+-~«” ~~ ;+ $ 226

"~niis75 s Fx~'~'. 17146 5 "~''s? uf; ~~.:~. 119

~eR j ;- 21808 ':,{°4({" „ ~:~E, 8,105

-N ~(7tT~4'lie i[~ ... 34 °....fikP° 4.L`41 tT ':2 (1151

8,335

" Ne[ o(InvesVnent Expenses oj$I56 and $3q5 in 201 I onA 2010, res0ectively
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anagecrt~t~5 ~ISGUSSIOfL BtIC~ At1d~y515 (Unaudited) cco~,a„~~Pd) -.~-. _ ::~:-

Reserves

The Sysicm is requf~ed by she Ciiy o(Sao JosE Munfapal
Code m enablish venous rererves in the System§ net rise¢.
"fhe System's net asse¢ am nlloreted beuveen the Defined
Benefit Pension Plan (which includes the Heiirement Fund
and the Coss-o1-Living Fund) and the Postemployment
Heal~~cam PIAn (which includes the 4UI(hJ and I15 Tmsp.
Within the Defined 6enefi~ Pension Plun Retirement Fund
d~e~c are thmc reserves: the General Reserve, Employee
Convibo~lons Reserve, end Supplememvl Retiree Renefi~
Reserv=e. The Defined Benefi Pen§fon Play Cost-of-Living
Fund and the Posiemployment Heelth~re Plan both have a
General Reun~e and Employee Convibmions Reserve (see
table nn page 39 [or a roinplete Iisung and yea~~nd balances
of the System's reserves).

The Sys~em5 rcservu ere established fi~om contributions and the
accumulation of investment income, after satisfying inveslmem
end odinin[s¢etive expenses Addliio~allg the appmnminn in
the (air wlue of investments is held in the unrealized gaiMoss
acrnun[, a <omponem of the Cmneral Reserve.

The System's Fiduciary Responsibilities

The System§ Board of Administreuon and mauagemem
staff are fiduciaries of the defined benefit pension and other
pastemploy~nen~ heal[hcare trust (u~ds-Under the CoG[omie
Constlmdon and the San JosF Mnni~pal Gode, the assets ear
only be used for the exdussve beneGi o[ plan panicfpants
and their beneficiaries, and defraying reasonable costs
o[ admi~isaation.

Economic Factors and Rates Affecting Next Year

The System's most recem veluaiio~ us of June 30, 2011, was
used to determine the annual rnnvibution rates effective fur
payroll periods beginning on June 24, 2012, (or fiscal ycae
2012-2013. The June 30, 2011 valuations incluAC Board
adopted acmanal assumption changes recommenAed by thr
System's acwery in the )aria 3Q 2010 experience study
preserved on May 12, 2011. The June 3Q 2011 val~atlons
nlso mcl~ded the Boe~d adopted Omding pol(ry of serting the
annual myui~ed comriboiiod m be the greater -of the dollar
amoum ~eporced in the actuarial veluauon and die dollar
amount determined by applying the pelc~entnge o(pey~oll
reported in ehe vaimtion m the actual payroll far tl~e fiscal
year. On July 1, 2011, the Gry funded the fiscal year 2011-
2N2annual required contnbutio~ doile~ amount es repotted
in the June 30, 2011 valoa~ions. See Noes 5 and 6 0(~he
finonclel siuteme~ns on page 48- 53 fog a [WI lis[ing of the
actuarial assumption dianges.

Defined Benefit Pension Plan

The System§ fuvdfng objective is w meet lo~q-[eon benefit
obligations through ro~eribmions and im~estment income. As

of June 30, 20] I, the Sysiem5 most recem caluetion, the
funded slams of she pension plan decreased Gom 69'Y io
65'M- The de~reese in she pcasion plen funded swws was due
primarily m aavannl assumptlon change<.

The]nne 3Q 2011 valuation mdoded a change in the
expeacd rnte o(rewm Gam ] 95 F, io ].50% and e change In
she paymll wage inlle~ion usumpuon (mm 390'S X03 25%.
In addition, she Noval eppvm~ed she aauwrys
mmmenda~ian m explicitly include admfnisw~ive expenses

and SRBR mvs a additions to nurmvl con (eared of 0 ]0%
of pwyroll foradminlstaiivc expenses xnd 035% of the
mad<ei value cf assess (or the SRBR) in ~he)wie 3Q 2011
valuaifon_ The expected rate n(retmn o[ ] 50% i now only
net o(investmeni manages fees.

TFe ]aria 30, 2071 valuation contaSns the BoErd adopted
30/201ayered amonfzwuon methodology which includes die
level amonizanon oI [he unfunded liability as ofJune 3q
2009 over a dosed period of 30 yearz fmm than da~c, end the
amoruzauo~ o(suhsequem gains end losses or xssmnpnon
changes over 20 yeaa [rom she valuation fn which they are
first recognized. Che equfvalem single emoru:ation period [o~
the June 3Q 2011 veluauon is 29 2 years.

In addition, the Spsmm's acmxrial valuation uses a five year
smoothing method (or invesmiem remms. this means that
the cuaeot years gains or losses in grev[er or less ihev the
acmadally asso~ned care oC~emm, as calculated at yearvend,
ace rerognfzed over Eve years. The un[unded acma~ial
eamecl liablliiy o(5982 million, as o(]une 30, ZOI I, dou
not Ivclude the Impact of appmxima~cly ,828 mfllSOn of
deterred invertmem losses prtmanly ~emltmg [eom
un(svo~z6le invesment=_ remnss sn fiscal years 2008 aad
2009. LL is nmicipaied [hey furore acmadal valomions will
cerognize the remaining de(ened investmem losses of
approximately A2fi million as dumbed above end die
smoot61ng o(any new gAins or losses over a five yeas period.

Additionally, the System B eeposed m general lnvesmiem
market risk. In a public pension plan mmext, this is Jae risk
that the long-term ate o(reunn earned on the Defined
Benefit Pension Play assets could be below the acmanally
assumed rage of rewcq which is ]50%, nu n( invesunem
ezpenxs. Unde~perfmming the ass~~med *ate of remm would
nege~fvely fmpac~ [he 6nanciel m~~dirton of the System end
require an increase in the Cny2 required mmrib~uon to the
plan The rontn6ution rate nnpaa from general market risk
depends in large measure on how deep nny future madmt
dawnmm is and how long i~ lu¢.

ConMbwion rams (or fiscal year 2012-2013, as de[ermined
by the June 3Q 2011 valuation indoded the irt~pect of the
continued elect o[ the layered 2U-year dosed amortization
yenod, the derreese In the discount and wage inllarion razes,
the impact of decreases in eove~ed payroll due io budges ems,
and the recogniuo~ ofsmooihed deferred nrvestment losses_

The valuation for June 30, 2012 Arid beyond wVI include the
i~npaa of The Susiafnable Reilremn~t Benefits and Compensation
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;P/lanagement's Discussion and An.al~;is ~u~a~,daed~•rco~~~~~~ur~~

Au (Pem~ion Act matted by die vo~e~s of San Josc on June 5,
2012. The Pension Act amended the City Charier m change
bniefits (ee cuaem employees, m esmiilish dilkrem bene(iis
[or new employees and to place ether limltauons on benefi~s_

Section 1508-A of she Pension Aa applicable m new
employees was adopted on Aug~s~ 2II, 2012 by San Jose Csp~
Council Ordinance No. 29120 w pmvide Tien pension
benefi[s [or new System members hired on or attar September
30, 2012. The new tier includes significant benefit changes
Gom the esSStfng lTer 1 plan fnduding, but no[ Ilnuted ~q a
decease in [he benefits multiplier (mm 2.5'Y per year m
2D%per yeas en Increue from 55 yee~s m 65 years o(age (or
m~rcmevt elig(blli~y at Cull beoefi~s, a consumer price ivdex
driven mstbf-Ifvfng maeese wide a maxlmnm of 1.5%
instead of the existing anm~al GxeA 3 0% inc~eaze, a decrease
in maximum benefit m 65% oI final average salary from 75'k,
no svrviwe benefits far death a4e~ mtirement unless the
me~nher eleca a reduced benefit, pevslo~able mmpensaUOn
m be based on base selap~ only, rather than base
compensation plus premium pays, members io mntdbuce
50%0(the rota) Normal Cost, any accrued unConded
acmedat liability and adrt~ntls¢ative costs of the System; year
of service credit ~o require 2080 hours n(work rather than
1730 hours of work and final ave age mmpensatiun Uased on
the highest ronsecuiive 3 years of compe~sviinn compared m
higher[ 1 year. Significam portions of the Pension Ac[
applicable m existing employees and e!(ective June 23, 2013
are currently subject ~o Iegai challenge by members of the
System. AdAitionally, various baegaining units representing
members of the System have filed unlair labor pranicc
charges with the GeGfomia Public Fmploymem Relations
Doazd related io the pension An.

Additionally, [he Systems financial reporting wftl be fmpaacd
in Gscal year ending June 30, 2014 az a eesult o[ the
fmplementauon of Statement No. 67 of the Governmental
Accounting Stenda~ds Board (GASD), Flnun~i~l Reportlng fur
Pension Plan. GASb 4a~ement No. 67 will replace GA573 25,
Financial Reportlng fm Defined Beiefii Pension Piau mid
Note Disclosures for 1]efined CovUibution Plans, and Na 50,
Pension Disclosures_ This smiemeoi establishes aande~ds o[
financial reporting and specifies the required approach to
meesux(vg the penslo~ IfablGry of employers. "Che statemem
rotates m acmunti~g and financial reporting and doe nog
apply m how pensbn plus approach funding.

Postemployment Healthcare Plan

The System's filth GASB Swtement r'o. 43-m~npliam Ocher
Pw~employmen~ Benefits COPEB) value ion study as of]unc
30, 2011, over prepared by Gheiroq Iva, the SystemY actuary.
A summary o[ the rexdts is presented In Noie 6 to the
Financial S~atemen~s Fiscal year ended June 30, 2012 was
the third yeas of the Memorandum o[ Agreement (MOA)
entered inro by the hargaining unia repnseming the System
members and the Cliy m increase she co~[iibwlon ates for
m[iree health and denial be~efi~s in order ro phase-in ro felt

[undtng oI the GASB Ste~emenl Nn. 43 annual requt~ed
mnv16uuons over a fve period_ the MOA also prorSdes that
the five year phase-cn of the ARC will nog have nn inaememal

Inercase o(more than 0.75% of pensionable pay in each fisrnl
year (or the employee or Cay mnvibuuons. Upon the end of
the live yeee phue-In the City and active members'
cmitnbutlons fog reu~ee medlrel benefi¢ will be split evenly
vnd the retiree denial benefits will he spVt In a repo o(R ~0 3
w➢h the Gty conttlbuLLng 8/ll of the m~zl wnt~ibutimi_
Fiscal year ending June 30, 2013, wlll mark the end of the
five year phase-in end per the MOA wlll require the
employee end Gty m convibme ai the GASB Sia~emem No.
43 mn¢Ibmion rate As of the June 3U, LOl l valuation the
mnvibmim~ ra[e de~ecmfned by applying [he GASB
S[atement No. 43 parameters [or the Giy az a perce~[zge of
pay wos 29 2F% compared m 7 91 %phase-in funded basis.

On June 24, 20ll e new In[emal Revenue Code Section 11 i
trust was utablished by the San Jose City Council (O~dmance
number 2891x) outside of the Pension Trus[ for mtiree
healihca~e benefice funding and (or the puymem o(miiree
heal[hcare benefice in order to provide an alternative m the
existing 401(h) accoum_ Employee mntdbutlons m the new
vua wee made in Curel year 2012. Employee con[nbutions
mntl~ue w be made inw the 401(h) acmunL The Gity Councl
has requested advice from outsde pax counsel on the tax
treatment of emptayes con¢Ibuuons deposed into [he ll5
ims~ prim m determining whether to direr employee
con~nbafions Inm die 1151rusc Pursuant to the Monftipel
Code, the &yard has been named as the imsiee of the 115
Zrus~. "fhe Board has directed ehm no employee mntnbutions
be accepted Inm the 115 Tmst pendl~g further dadfica~ion of
the i~ iceatmem and ~e[undebiliiy ofempluyec ronutbwions.

Requests for Information

lh~s financial report fs designed ~o provsde the board of
Administration, AM1ayor and City Council, our membership,
taxpayers, and imestmen[ managers with ageneral overview
o[ the SyaemS fneoces end to ucmu~i [or the mm~ey It
receives. Questions concerning an}' of the intorma~ion
pmvlded in chls report o~ mquesa for additional financial
information should be addmssed ro:

federated Gty Employees' Re~fremeni Sysem
1737 Notth Fps Sheet SuSte 580
San Jnse, GGfomfa 95ll 2-0505

Bespecdully Submined,

~-~ ~~-
Donna bursa

Acting Dimcwr
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Basic Finane~al,Statements

STATEMENTS OF PLAN NET ASSETS
June 3Q 2011 onA 2011 Qn 7housands)

Assets:

Receivables:

i~~ Employce conVlbutlons
~ `

Employer conhibutioos

Brokers and others
~`

Accrued investment income

Total receivables

Investments, at fair value:

Securities and other:

Domestic fixed income

International fixed income

Collective shornrerm Investments

Corporate convertible bonds

Pooled fixed income

Global equity

Pooled global equrry

Private equity

Porward International currency contracts

Opportunistic investments

Real a4e*s

Real estate

Total investments

TOTAL ASSETS

L~ab~lincs ":

Payable m brokers

Other liabilities

TOTAL LIABILITIES

Ne~Assers Held In Tmsc For:

Pension benefits

Postemployment healthcare benefits

TOTAL NET ASSETS

See ocmmoanvine notes ro basic Gnonciai statements.

2012

:. ~,
Sa al , s;~GiafinediEeae#it Post~mpinyment

~~"6ps~q~1,P17n ;_,. Hg9lthcSrk:Plan
~

1,963$ 1.659 '$ '..303'. $

369 ,;..ii8° 687

1,611 `" ,}47 1.728

3,076 $~ ^ ~_ 221= 3.797

6,715 .i;,q{+.Q:. 7,675

153, I50

2,013

230,176

47.294

32,886

326,054

951,236

08.137

418

77.427

154,547

86,649

'1,649,987

1.656.702

165,906

2,180

249,347

51234

35,625

353,21

408,819

95.478

452

83,876

167,419

93,865

1,787,472

1,795,087

.....:4.384

3,656

8,040

1,689,249

137.798
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Basic Financial Statementsa:~,,,~„~„~d~ x~- -.~::>:

STATEMENTS OF PLAN NET ASSETS (continued)
June 3Q 2012 and 2011 Qn 7frousand) ?p~ ~

Asxecs:

Receivables:

Employee contnbueons $ I.I GS $, ': 8d~.~': $ 2067

Empl9yer mnhibvtions IIJ31 il~l)i 12.942

Brokers and others 2206 i:~-~`j73~! 2379

Accrued -mestment Income 3.612 3~l ~es` "~,! 3,893

ToSal receivables 78,774 r~'~ a ~~i 4 21,221

Investments, at fair value:

Secun6es and offien Y~P"' ~~.~~~.~ ,'~'

Damertic Gxed Income

International fixed income

378,497 ~,j ,:18

2,096 '~ ~ '"~' ~ rb~

40],359

2,256

Collective short-term investments 33206 .-~_ ~ 35,738

Corporate convertible bonds A8,943 "Ew ~s~g. 52,675

Pooled fxed Income 19,912 r„~y _, ~Y,;' ' ai 21,430

Global equity 444,594 =' ~ 978,997

Pooled global equity 461,370'~~~~gr 496,552

Priwte egwry 86.079 ' ~ ~* 92.643

Forward lntemationalmrcency contracts 84~ ~a ~”` y~T~ 90

Opportunists investments 30,462 "~-~~~~ 32.785

Real assets
r—

ISS. V.6 +c 166,955

Real ertate

~,~~~;

BA,141 ~z ~,y 'U ~spf~ ~hL; 90,673

Semnties lending collateral investment pool ISg265 `,"- ,`5J 161.942

Total investments 1,894,775 y~y~~"'~",'"'~ @, - 2,039,595

TOTAL ASSETS 1,973,489 ky,~, <` ~'~f{~7, 2,Ob0,876

Liabilines~-

Payabletobmkers 1304 ~, fy,~~01.a 1405

Suunties leoding wllateral due m borrowers 154265 ~U g ~~ }~,~ 161 912

Other llablllties 1,302 ~y~,~s T„~~ 1,397

TO7AL LIABILITIES 152.871 uy~, , ~;~, ,;, 764,744

Net Hs5eKHeId In TrusrFor:

Pension benefits 1764618 r i.; -,.~ °Q- 1]60,618

Postemployment healthcare benefits

TOTAL NET ASSETS

~ ~ ”' ~ „~~~!

$ 1,760,678 ~k$ ~'j $

135,454

1,896,072

See accompanying notes to basic (monciol sm~ements-

<ompreM1ensb~Ann~al F~ancial Report 30~bMR San loffi Fetle.atetl Cny Employees'Fetiremenc System
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Basic Financial~atements ~n~~n~ed~ ~~:-

STATEMENTS OF CHANGES IN PLAN NET ASSET$
Foi the Fsml Years EndedJune 3Q 2012 and 2011 Qn Thousands) 

ZD~Z

_, Additions:

Contributions:

~, - Employee

Employer

Total contributions

~~~` InvestmenS income:

Nel depredation .n fair value of investments

Interest income

Dividend income

Net rental income

Less Imestmeni expense

Net investment loss before securities
lending income

Semrities lending income.

Earnings

Rebates

fees

Net securities lending income

Net investment loss

TOTAL ADDITIONS

Retirement benefits

Healthcare insurance premiums

Death benefits

Re(und of mnlnbutions

Administrative expenses and other

TOTAL DEDUCTIONS

NET INCREASE/(DECREASE)

Net Assets Held In Trust FoFP¢ns on Benefrs and

BEGINNING OF YEAR

END OF YEAR

ee ocmmpanying notes ro basic financial smtemena

$ IO.SSS

A7,082

97,637

(98,ffi5)

27,026

9,350

szo

(7,073)

S

88

84

(43)

129

(68,903)

28,734

126,001

8.601

2,195

?,306

140,103

(171,369)

lealihcare E

1,760,618

R 25,550

112.916

738,466

29,057

10,488

559

(].620)

95

S? 90

i~ (46)

~J' 139

j~ (74.043)

3,~ b4,423

126.001

7"i 33,077

~~ 2.195

B' 3.574

5' 173,448

~' (109,025)

K`, 1,896,072

qi':.. $ 7.787.047
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Basic Financial Statements c~o~~„~,~.~a~ ~.._ __

STATEMENTS OF CHANGES IN PLAN NET ASSETS (continued)
Fm [he fiscal Yea¢ Ended June 3Q 2012 and 2011 Qn Thousands) 201 ~

Additions:

Contributions:

Employee $29,602

Employer 59.180

Total contributions 83,782

Investment income:

Net appreciation In fair value of Investments 252.848

Interest income 26,157

Dbidwd Income 8,293

Net rental Income 2,815

Less Investment expense (3,387)

Net investment income before securities

lending income 286,726

Securities lending lomme.

Earnings 520

Rebates 84

Fees Q51)

Net securities lending income 453 ~$

Net investment income 287,179 ?î"-_

TOTAL ADDITIONS 370,961 ._,',

Deductions:

Ret rement benefits 110,415 t`,

Healthcam insurance premiums - ~".'

Death benefts 7,883

Re(und of contributions 1,980

Administrative expenses and other 2,867

TOTAL DEDUCTIONS 123,145 ~i

NET INCREASE

Net Assets Heltl In Trpso For Pension Bencf~s antl Posremplq

BEGINNING OF YEAR

END OF YEAR $

See accompanying notes m basic frnnncial smrements

-„

840,693 "'

76,326

176,969
+£ q

272,086 -.~

28.141

6922

3.028

(3,643)

559

90

(162)

487

309,021

425,990

110,46

27,370

7,D83

1,980

3,003

i 750,731

275,259

7,620,813
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Notes to Basic Financial Statements

NOTE 7 — DESCRIPTION OF THE PLAN

Thc (oitowing desrnptton of the City of San Jose Pedereied
Gty EinplopeeS Retirement Symem (Sys~ein) fs provided for
financial reponsng purposes only. Employees and members
should refer m the Ciq- n(Sen Jas€ Municipal Code Cor mare
c~ mple~e fnlonnanna

(a) Generel

l"he System, consising oI a sngle employer Defined Benefit
Pen n Ylvn vnd a Pos~employmen[ Heahhcare Plan, was
established fn 1941 w proeide retirement be~efi~s (or certain
employees oCthe Clty o[San Jost (City) and Sndodu ell
yrov}starts of Swa Jose Mnmefpal Code Chapters 318, 3 44,
and 3.52.

The Defined ~e~eGt Pension Plan was established pursuane w
lmemal Revenue Code (IRC) Secrion 901Ca) and ss held and
adminis~ered in the 1975 Federated Cip~ Employees
Retirement Plan (Pension irusQ and includes all provisions of
San Jose Municipal Code Chapter 328.

She Posremploymem HeelOmare Plan tc comprised of an IRG
401(h) plan and an 1RC 115 imsc and Is held and
admivis~ered to the 19]5 Federe~ed City Employee'
Retirement Plan end the Federated Cry Employeed
Heat~c~e Tma Fund, mspcafvely, and includes all
provisions n! San Jose Municipal Code Chapters 328 and
3.52, respealvely.

I7ie Postempioyment Healthcare Plan was utebtlsl~ed under
In~emal Revenue Code Secuo~ 991(h) and is an ecco~nt
within the [~enslon Trust [6r retiree healthcare Uenefi~s funding
and [or the payment of retiree healthcare benefi~s_ Asa 401(h)
plan the healthcare plan benelis must he svbordinere m the
pension plan benefits. The medical benefice am considered
subordinate if the eumulaiive ncmel mmnFmions (or medical
benek~s are nn greater then 25%of actual cmm'bonons m
both pension and mediczl benefits, ignoring comributions fog
pest service benefit (normal cos ooly). The Systems actuary
performs periodic reviews and projwiions oCthe Internal
Revenue Code 25%suUo~dination test_

On June 24, 2011, a new Internal Nevenue Gode Sutton 1l5
trust was esiabGshed Uy the San Jose Ciry Coundl under the
provisions o(Snn Jose Mnnfcfpol Code Chapter 3.52
(Ordinance number 28914) m provide an alternative m the
exisilng ~101(h) vccoom wi~hP~ the Pension "torsi for ~euree
heal[hcare benefits funding and [or [he paymem o(retioee
heal~htare benefits Employer mnt~ibnuons m the new vast
were made in fiscal year 2012. Employee cw~rfbations
mmtnue to be made into the 401(h) account The City
Counetl has requested advice Isom w~side iex muasel on die
tax [ren~ment of employee mninbutlons deposlie~ imo the
115 Tms~ priur m de~crmining wheiherm dicta employee
mn~ribmions io~o the ] 15'imst. Pursuam m the Municipal

- ~~::

Code, ~hc Boval hAS hcen named as the llvsiee o[ the 115
Srus~ The board hos di[eaed Thai ne employee conabonons
be a¢cpmd inm [he llSfmst pending funhe~ clarSficatlo~ o!
the tax veaimem anA relundabilip~ of employee
mninbutinr~.

Gn August 18, 2012, die S~s~em received a faw~able tax
determine~fon lever fmm the Internal Revenue Sereice [or the
Pension Torsi, which includes Oie Defined Bencfi~ Fenson
Play aid the 401 (h) ponion n(the Posiemploymem
Hcahhcvre Pinn_

All ful4ume and eligible pan-ume employees o[ the City,
except employees who ere members o[ she Cityk Pollee and
Fire Depattmem Rciimmc~~ Plan, are required m be members
of the System.

She Sys~em is considered w be a part o([he G~y4 financial
reporu~g en[(ty and is included in the Cityk basic financial
s~eiemen¢ as e pension oust fund. the System Is
edmmtstered by the Dlruior of Retirement, an employee of
the Ciry and by the Federsted City Empinyee_d Retirement
Sys[em Board o(Adrt~inlstation (Board o[Admintstrztio~).
She mm~ibutlo~ end Ue~eGi provisions and ell other
requireme~~s are established by City ordinance. The System Is
responsble for ell diecci administ~a~ive mss, which ere
[u~ded by i~vestmem eami~gs, except foi: rettaln wppan
service, which are provided and funded dl~ecdy 6y the Glty,
The System ~s not subjut m the pmvlsions of the Employee
2etiieme~t lomme Scovri~y Aa o[ 1974.

Nanicipems of the Nosiemplcymeru Heahhcam Plan are aim
participams o[[he Defined Ilenefi~ Ne~son Plan. As oQune
30, 2012 and 2011, empioyec membushlp data ~elaied to the
System was as lollows

'The mmbined dom¢sOC relaJonz oMen are not indudeAin Rte count
above as tneirt~ene(rt pnymenr ix induded.n the revere mernberwuni
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tom- Note~s_to. Basic Financial Statements r~o"~~nuea~~~
NOTE 1 — DESCRIPTION OF THE PLAN (Continued)

(b) Pension Benefits

An employee with live or more yenn o[ service who reaches
die normal renremeni age o[ 55, or an employee o(any age
wld~ 30 years o(se~vice, is entid~Kl m annnel pension benefits
equal to 25% of final average annul salary for each ycaruf
service up m a m:iximum bane Gi of ]i% o(final
compensation. Final emnpensation is the average annual salaq•
during the higher 12 months of mrisecmive ~en~ice, not m
excezd 108%of compense~ton paid to the member during the
second hlpjiesi mnsecuwe 12 momh penal, excluding the
months cued io calcalate Jie hlghes 12 months. Pfn~l avenge
salary ezclndes overtime pay and expense ellowancu- In
addicbq re[iremem Acnefils ate adl~~z~ed (or an annual ms-
of-Ifvl~g allowance (COLA) o[ 3%per year

((employees te~m[na[e employmem and elect m mccive a
rewrn o(wnrtibmions, the accwnulated plan benefits
a¢rfb~table m the CtyS contributlons are forfeited; howeve5
en employe§ accumulated con[nbu~ion plus eemings ihe~eon
is refunded. Refunds are paid om mi a lump-sum basis. 1 he
forfeited amoum of the City's mntribmions remains in the
System. In the case of recipmci~y, a member with less than fiee
years of servim may leave rontnbutions in the System.

Et[ecdve Decembev 9, 1994, the System enteved Into an
agreement wsth the Galitorntw Public 19nployees' Retirement
System (PCRS) that expends ~ulprocal retirement bee~efis m
members. In certain siioations, this agreement resoles fn
improved ~etl~emen benefits [or memUca wha move [mm
one elig[ble renoemen[ sysem m another.

(c) Death Benefits

1[eu empioyeek death beto~e aiirement is service related, or is
non-service related (end the employee has at least Ilve years of
suvice), a surviving spouse oc domrsde panver (at she time of
md~ement and time o[ deAth) Ls paid an annul nnnvfty benefit
egoel m 2.5%of final compensaiiun multiplied by the number
o[ yeas o(service (~uinimum of 4D%end maximum o(Z5% oC
6nui compensation) mdl he or she re~narnes o~ dies. Ue[eaed
vested memhers are no[ eligible (or the 40%minimum. The
etlowence will cominue even if the spouse or domestic parme~
remarries if the member was a~ least 55 years old and had ai
least 20 years of service. If there is no mrvmfng spouse or
dmnesuc partner, unmarried chlldmn up m 18 years o[age, or
up m 22 yeas of age If a fulbiime smdem, are enuded w a
bencE~ payment based on the spousal or Aomestic parmu
benefit such that m one child shall receive mare Shan 25'#. of
the spousal or domestic permer benefit and the sum for all
elfglbte chfld~en shall not exceed 15°m of die spnusai or
domestic permer benefit. If no famllp members are ellg[ble,
ttie employeek comrihutions plus one month's salary• (or each
year of service up m a maximum of six years of service ere
mWmed to the einploycc§beneficiary or estate.

If an employee dlu after ce~immrni, $500 is paid m the
emplo~rec's beneficiary or esta[e. In addition, the employee's
eligible survlcing spouse or eligible domestic partner
mnrinoes m receive, (or Gfe, SOryo of the employee's annual
pension bene(ii as dehncd above. I(~he~e Is no surviving
spouse or domestic parmeq 25% of the spouse or domestic
pnnner3 beneGi paymem is made m eaoh ellg~blc child as
defined above, bm the mmiAnm benefit m chfldien ~emiot
exceed 75% of the benefit that would hove been paid m a

i~g spouse ar domestic partner_ An optional re~sre~nent
allowance is available.

(d) Disability Benefits

I(en employee stiffen n service related dfsabSkty belore
retirement, the e~~ual disability benefi~ paid is 40%of the
final average salary. For members with more than 16 years of
u~vice, the annual disability benefit is the Wal average salary
multiplied by 40%plus the final average salary m~tuplied by
25% fm each yeac over ]6. the maximum benefit is ]5% of
the final average salary_

I(an employee wLLh e~ least five years o[ service su[[ea a coo-
service eetated diselilliry, the annual disability be~eG~ is eyuel
w she g~esier oC (1) 2.5°/ o[ final compense~ton muhiplied by
the number of yeazs o[ serylce, up m a maximum of 30 years;
or (2) 40%of final compensation. The benefit is reduced by
OS%of final compensation (or each year an employee's age is
under 55.

If an employee was Uired nn or alter September 1, 1998, the
benefit fs calculated using the following formula: 20% o(final
mmpe~uaiioq plus 2% [or each yeec o[ service in excess of six
but Iess [hart 16, plus 2.5% of final compensation (or years of
service in excess oR6_

Fnr recipients of a disability ~eorement allowance who aye
ande~ 55 yeses o[age, the amount of the allowance is wbject
w reduc[ion (or oa~side employmeuc es su lonh in she San
Jose Maniclpal Gode.

(e) Postemployment Healthcare Benefits

Che Gty o(Se~ ]ose Municipal Code pmeidcs Thai ~eii~ed
employees with S o~ mope years o[se~vice, they wrvivor, or
those iertred employees who aye recuving vt least 37 SYo o[ final
compensation are entltled m payment of 100% of the lower
pticed medical iiuomnce plan available m an active System Ciry
employee. Members and eligible sm'vlvorsmi~st pay (or the
difference be~ween the amoum o[tlie premium Im ihel~ retested
plea and the portion paid by the System. However, the System
pays the enure premium cast for denml insomnce coveeuge If
the membe< <eiims dimcdy from Clry service.

CompreFenz~~a n~~~ual Fi~a~c~al Rcpon20u20t25a~JOSe Fede~amtl GyF.mpioyeei Re~iremem5ynem 3J



Notes to Basic Finar,~ual Statexrtents~co.,~~,,,.ed~

NOTE 2 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(a) Basis of Presentation

The System is reported fn a pen ion ¢u ~ land in the Gty of
Sen Jose§ basic financial siatemenis_l he G~annal siatemenis
o(the Sys~em presem onip she financial Aarviues n(~he
System and are not (mended m presem the financial position
and dmngrs in finnneivl position of the City o(Sen Jose in
conlormi~y ~vl~h amauo~ing pdndples gc~c~ull~~ ecccprcd in
she United Shares o(Amencv (6AAP).

(b) Basis of Accounting

The GnenciAl statements of the System ere prepared on [he
accmal basis of acmvming. Conu'Ibutlons are remgmzed as
addRions when due pu~soam m (o~mal mmmitmentc as well
as stammry and mn¢aemal commitments (at the end o[ the
pey period). Benefits and ~e[unds o[ cont~ibetions ere
recognSZed when due and pvyable ender the provisions o[ the
plan. Activiiics o(the Defined Benefit Pension Plan and the
Poscempbycnem Healch<are Plan are acwumed fnr separately
It is required by the municipal code phut transactions of the
DeGved BeneG~ Penslov Plan be eccouvted for in two funds_ a
Reiircmcnt Fund and a Coso-oGLiving Fund.

The pmpaeation o[ the 4nuneiul siuiemems in a~n(onnity
with GAAP requires management m make cenaf~ estimates
and azwmpiions ghat affect ccnain reported amounts and
diulosures. Actual resuhs could differ from [hose eaimates.

(c) Investments

The Gity o(San Jose M~nldpel Cade Section 3_28355
delega~e5 eaehonry ~o the Doard o(Adminis¢atio~ m re7mest
the monies of the System as provided in Section 328355.
the Board has adopted derailed imesnnem guidelines
consistent with conditions and limftauons set forth m Section
328.355.

On December 1i, 2011 the Board accepted the asset-liability
study prepared by scoff and approved a new asset allocation
fnereestng the level o[ allocation m absolute rem~n strategies
and reel esse~s and reducing the allocation m equfry and fixed
fnwme_ "Che new asset albrn~iov was prepared m align the
expeued remms o(the System to the Ilablliiles as determined
in the June 30, 2011 valuaeions The Sys[e~nk investmen~
asset allocation is as follows:

Equity and Real Fswte— Target of 45 0

fixed Income — Target of 10%

Absolo[e Return 5¢etegfes— Target 25%

Real Assets — Target 20%

i ixlmcm 55% of the lair celue of the aggregn~e
Fmrdolio

Fixed Income— "ln~gei o(20%, mimmom IS`X~ and
maximum 25% of the fair value of the aggregate
pordolio.

Alternatives— To~get of 31 %, oiinimum 26% eod
maximum 96% of the lair value of the aggrege~e ponfiilSo

Real Lscate— iargei 5"A.

Real Asses— Target ]0%

Hedge Funds— Targer 5%

P~1~~a~e EgWry— Igrgei b%

Oppoininfsuo— Sa rhet SW,

The System's invesunent policy amho~izes Jie System m
imut in glnUal eyui~y, global fixed tnmme; al[emaUves
inchidfng real estate, real asses (inGu~mmure, nmbeq
nem~al resou¢es, and wmmoditles), hedge funds (absolute
remm), private equity, end opponunisiic assets, shun-term
inves~menis; and sum9iies (ending. lirvestmena are repooted
at fair value. Secu~iues ~~eded on a natlonal or intemenonal
exchange are valued az the las reported sales price on the last
busness day of the fiscal yeas at curcent exchange rates, I[
applicable. Investments that do not have an esablished
markets, sow as private equity, commingled real estate fonds
and certain pooled fund Imestmen~s, ace ~eponed at
es~ima~ed (air value based the most recently ava[lable fm~estor
reports or audited financial statemenu issued by the manager
of those (ends- The fund manager prwidu mi es~imaced
unreallzrd geiidloss of the fund based on the most recently
aveliablc uudiicd fnanciel steicmcnrs end other (u~d
m(orma[ion_ Derivative fnves[menis are repor~ed at [airvalue.
F~w~es wnvacts are maiked-m-market a[ the end of each
trading day, and LUe senlemen~ o[ gait o~ losses occuc on the
following business day through variation margins. The (air
valve o[ Imcmmional cur~enry (onvarzls represents the
unrealized gain or loss on the related m~traas, which fs
ralcvlated as the difiere~¢e beiweeo the specified conaac~
exchange me and the exchange gate at the end of the
~eporting period. The fal~ value of the repeeate real utate
properties am hazed on ennu.d independm~ appraisals- Yer
she. Sys[emS Real Estee lnve ~mem Gwdelines, moagage
loans at (air oeloe on the separate peal estate propemu are
not ulinwed m exceed 50%o[ the pmpeety'~ [air value. Aso[
]one 30, 7011, the System held a warehouse located fn
Northern Calllornin with no outsta~ding mortgage loans. On
June 26, 2012, i6e System sold ~}ie Northam Cell[ornia
warehouse.

The Systemk prior esret vllorztion was as follows. 
P~~chuu anA sale of securities ere reflected on the trade
date. Imesimeni income is recognized as eaened. Kemal

Glnbal Equity —Target oC49%, mSnnn~m 43%and income fs recognized as earned, net o(expe~ses.

38 Camprcnemlm annual Financia~reepon 3m~zolz sallose Feae~aea Gry Empioyees'kenmmem syneni



=_~lotes~to~.B~sic Financial Statements rc<.,,~,~,.ea~ -~~- _ ~<w

NOTE 2 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

(d) Plan Net Assets Held in Trust for Pension and Postemployment Healthcare Benefits

The System is required U~'the Chy of San Jnse M~~niapal Code m e iabifsh va~ioos reserves in the plan net assets. the Plan Nei
Asse¢ are allocated between Jie Defined benefit Pension Vla~ (which incl~(7es the Retirement Pund and die Casro6Living
Pimd) and the Posyemployment Healthcaro plan, which Include the 901 (h) avd ] 15 Torsi_ As o[June 30, 2012 end 2011 die
net rise¢, totaling 81,]87,04],000 and $1,R96,0~2,OOq respecilvclg am allo~~ed as (allows (In Thousands)-

June 30, 2012

mn~rboto~s ~,r T$384b'S 60331 $^ 324':~T``S a6 D0 $.~ ,tai +~i8 46 iJ0 .~~^3]6A4{u

s~vvQ~mai
reitree ee~ern -03 fos,

Genual reserve ._.~lij 901JI6

TOTAL 36Y`9tiYF8 aataa~

June 30, 201L.

69,JOJ

13J,]98

EmPioYee r 
., ~, ~ ~ 2- pa ,..,

mntrlbut ons

~,

$ ~~5~@~]~~3 41 J39 ~,4Lt t2$q~BY-$ 3]JI9 $n$ ~.,, "y~Jl9 ~j-

~~..Y: ~
ret ree beneft 306]V{ YQ57le t'~' f - '~+a 'u^ ~ ~1':

General resery IQb]98bi 921394 ~: ~~ ~ ,'~80:

~,!~ _

102J35 ' ~~~ ~ 102,735 ~ ~,~ i~"' ~

TOTAL ~9 $Z91.4~bv S 469.133 $-~ 1y~1b~;3Ypg 3 135.450. $- s~ k~ r. S 135.656.. ~OY2

Cmployee Gonnibu[ions Reserve represents the mtal

emumula[ed employee conirlbuJOns of curmm active and

deterred members plus credited interest. The reserve is

accounted [or scpa~etely due m the possibili~y oCa eewm oC

mulvced employee mmcfbmioos, plus credited interest,

m the member upov sepa~auon from Gty employment.

Termine~ed members returns of comnbutions are paid fi~om

the Defined Benefi~ Prnsfon Plan only

Supplemental Retlrr ~ Benefit Reier~e (SRNR) is a reserve ghat

repr¢ents fonds required by stam[e m beset azide from the

Retirement Funds net Invesuvent eammgs ~o prov[de

supplemen~al benefice m eligible retiree and beneficfarles.

I'hc reseeve repmse~a she aceomu4e~ion u[ 10% o[ mwI

ecrnmnlated excess eamfngs of the Retirement Fund plus

credited interea nn the reserve balance a[ the lesser of the

PIa~S actual rate of remr~ or the acwa~lal rate of mwm [or

die fiscal year, boy never lus than 0 b, mfms dlsaibuuons m

eligible ~edrees and bene(icianes from the mserve Trens(cr

amounts co she SR6R have been prepared by the System§

actuary Imm the fiscal year ended )une 30, 2009 onward.

Inlere,st on the SRBR balance fs calculated and t~vns[e~red ai

the end o[ [he fiscal yee~. Excess eacmngs uznsfers are

mmpmed based on audited financial statements and i(

applicable the trznsle~ Is made elfeulve on the first day o[ the

nex~ fiscal year Uy Board Resoln~ion.

The System's actuary, Cheiron, prepared the excess earnings

and SROR primary interest amounts Lased on the aodited

Juuc 3Q 2011 and 2010 (i~ancial smicmems. Chelron

prepared and the doacd adopted and declared excess eamings

12nsferamwnts of 81253 million and 86.95 million team

the pension geneeel reserve m the SR6R e(fecuve Jaly 1, 2011

end 2010, resputively In addi~fon, Cheiro~ computed SRBR

disitlbutlon amounts in nccordan<e with 6oa~d policy of

epprexnnately $6.6 million end $1.60 mfllSOn [o eilgible

ruimes avd beneficiaries a per 5a~ Jose Municipal Gode (m'

fiscal years ended )tine 3Q 2011 and 2010, respectively,

hased on excess earnings trans(e.s and interest emdits.

However, due m San ]ost Ciry Countll resolouo~ number

eompmnembe Pnnunl Fl~e~uci Repon zou-zolz sen Jme Faderatea City Employee:'fle~Lemem synem 39
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Notes to Basic FinancialStaterrten#~r~o~~~,~~.ed~

NOTE 2 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

75635, ndopied on November 16, 2010 and amended m
resolouons X6209 and 76235, dfst~i6mlov of [unds Cmm die
SIib2 were suspended for fiscal years 2012 end 2011-

Gemem! Reae~Te is e reserve d~xi represems net eam5ngs
rewl~ing liom ime~es~ evmi~gs, rcalizrd end ~nreelized
mvesunen~ grins and lasses. it also rcpresems en
aeeumuletion of funds necevzry to pay all vccvmulaied
vested retirement obllgauons.

NOTE 3 — INVESTMENTS

lnves~ments are sub)ect to cenafn ~ypu of risks, fndoding
tnterai rzie nsic, cvsmdial cmdii ask, ~mdii qual[ry risk,
foreign curzency risk, and cancemrauon o(aedi~ risk- The
lollowing desuibes chose nsla.

Interest Rate Rish —the fair value o(fixed i~wme Imesrments
f Wcmeie in ~espovse m changes iv market inte~cst ~aies_
Increases in prevailing interest rmes ge~erelly u~e2slaie into
decreases in fair ealue of those inswmena: The fair value of
interest-sensi~ive insuvmems may also be affec[ed by ehe
creditwocthfness o[ the fssueq prepayment options, and other
general imeresi rare rondiiions. Certain Gxed income
iirvestmen~s have call prwlstons thm wild result cn shorce~
mamdry periods. As o(]une 3Q 2012, $12,215,000 0[ bask
loan securities were Iloating rage securities pied [o the one and
three momh London Imerbank Offered Rate (LI60R). As o[

June 3Q 20l I, $23,145,00 of bank Ie~n seamcies were
floating mmseruddes lied m the one and three month
L160R.

the System also hed exposure m inie~ea rete nsk oo Its fully
collaieoahzed infinstmcwre swaps. llie System invested in
inbuvucnve swaps with a no~ional anmun~ of $]4,041,000
e~June 30, 2012, in u~hlch ft receive the minl return 56+P
Global Inlas~mcwre Index, net of she 3-month LBORpIus
50 w 5i buts points-"fhe Sgvem also invuted in
cmnmodiues swaps wah a notional umount of $226,788,000
azJune 3q 2012, in which ii receives the mtal re~om U~f[ed
Stnies three montli veasurp bill enie plus 10 io 12 bask
poin~s_ As of June 30, 2011, the Sys~em fnves~ed in
inGasvu<mre swaps with a m[fonal unount of $37,408,000
in which ii rececved the mtal return S&P Global
ln(~asimcm~e Index, net o(t6e 3-month I.IIIOR plus 55 basis
points. the Sysie~n does not gave a policy ~egardlvg imerest
Bete ~isl<, however, the System does se~de swap activity on a
vansacbon plus one day bass (T+1), ~he~e(o~e limiting the
System's exposure m mumeepariy risk

the following tables provide tlic segmented time dls¢ibution
(or kxed income investments hosed on expected mamriry (in
months and years) as ofJone 30, 2012 and 2011, concemtng
she (etr value o[ mvc unen~s and fn[eresi re~e ri Ic

INVESTMENT MATURITIES AT FAIR VALUE AS OF JUNE 30, 2012
(Dollms In Thousands)

Maturities

Fined Income

Asset backed secur'tes~ ~ $ $j~, S 2020 g 5 ~3,~48r 8 6.042~ its ~ ~¢~ ~!

~"+y~~~rBankloans 1142 ~"`~ 1;.3]5 j~,~ 11,436

Corporam bonds $ n hl6 1r i50~3 ~" 1,5.367!: 3799 f{'~A:$~F~ 20,602

TIPS s F `" ~Y`.- 87931 $.c, 41 $28j ~ 42M1969J 80522
7~

Total Dourest c Fixed income ~ ~~5'' i ]]8 ;7.'`F
s

111 399 r~ pk~9~3S"
&~

3,799 ~A'~"; 158,202

International fined income u~~Y~1~`?" i ~ 2,1]6 F 4~-. 2 9~ 1,987

Collective shortterm "'~` ~s '~ 1 '^^ p ¢~z a.n;, -+
investments ? ~S~.+i re..~Rbb _4,n .. r 24]DO 2e44~A~ 249.701

Corporate converxible bonds ~ ,~"a~, ~ ;~'A~3Yy9~ 32,015 %~ ~, :. 11,249 ~~'2,~$"fi2'' 50,560:t

Pooled F&ed income ~3.a;a~ :*n~ ,n, ~'~b72 i x2.953 .~5. fiS`S 29.216

no compen~~:me n~~~,i vma~~„i Revon zm ~amz sa~~o:eFeae,a~ea cy empmy~,r xa~mme~~sn~em
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NOTE 3 — INVESTMENTS (Continued)

INVESTMENT MATURITIES AT FAIR VALUE AS OF JUNE 30, 2011
(Dollars hi Timusands)

Maturities

0•S _„ Rb bMgr(fl~s- MoraTha6 '4'u$IDI Pai~1
MoniMs. Months 'i Ye¢f ~°b Nesrs ¢sft)years y~~~~~, ~~~s _ „GCS3

Fixed Income

Domestic fxed income

Asset backed semrtiez $ _ $ g A 960 $ = g 400 $ ~J,3F&: $ x,059

Bank loans ~ ,~ x,635 L 595 ~S; if,Q7 ~ 333 21,684

Corporate bonds "tl~ 1122 7*fr;~ 19J51-,,15~1$¢I¢` 3534 3p249

FHLMC ,t ~1Y9 E104 ,. a-„~-
'.

W~~~,t;

~ ~I 8,65

FNMA ~y ¢~s'[
i
1' 1

~3y r
]I90' -+~ _p~

ZI1
~~.II ].125

Other Ui Government agency 3341, ~ 5,09,:.t`~ ,~IiI$ y~$f

TIPS ~ z. P329]•ry i}~ 28656 09,921_n

~ ~' ~`~39 ̀.U.S. Treasury ~~,~~~1y~ 55,934 120365

total DOmest'c F'zed'ncome ~j~"~~ 4463 ~~ 194,931 ~. ~l ~ 32598 37],615~iu~ q

International Fixed Income ~ '~ ~' u~+,~` ,p"tj~ 565~yyj $61 558 ~r5~? 1,865. _

Collective zhor4term ~i

~i

~ `(
investments ~~~735'~. ~` .'~. ~g 85 35,]]4

Corporate convertible bond ~ 'yn~ ~~{ 38,330 ~~e, t~ 6 D1 ~5 4],883,'~~ ~,

Pooled fixed income '~ ~ -?„ 21 q30S~+j g3J31 19,500,t~.~,~,:.=d'

TOTAL PIXEDMWME s$O~S 3B

.'t~'{~..~;

54463 ~827e~6'~ 8233.626 3'S~53'd~?Iffi: 56135)i~-Sb~9A~d6H; S682h3)

Custodipl Credit Aisk— Gustodfal aedf~ risk 3s the dsk that

the System will not he able m recover the value of ics

invesimems or collate~aLsttarf[ies that are in the posresso~

of an oatsfde pony i[ that onside patty [ells. The Symem

Aces not hour a policy regarding casmdial credit risk As of

June 30, 2012 and 2011, all of she Systems inves~men~s,

eedudfng lnve tad secvrlties leading rollaierel, are held in

the SysiemY name, and/or not exposed m cas~odial credSt

risk. SecurSUes lending mllete~al Is invested m the lending

agent's invesimem fund (see No[e 4—Secmi[ies Lending

Pmgmm).

Credil Quality Rlsh— Nationally rcmgnized sta~is~ical rating

organizations provide ra[ings of debt securities Gunliry bucd

on a variety o((emors, such as she financial conduion o(~he

iswers, which provide imesm~s with some Idea of the Issuers

ability to meet its oblige~ions. The Systemr investment policy

dtaares ~ha~ assets shall generzlly be invested In invesm~ent

grade, marketable, fixed-income securities. Domestic fixed

inrome investment grade shall be defined as being gated IIaa/

BBB or hewer by Moodyi Inves~ms Service (Mwdy's) or

Standard 6T PoorS Corpoation (56rP). "Yankee' bonds is~ed

by foreign countries and denominated in U.S. dollars are

allowed so long ws they are rz~ed 6ae/ABB or better by

MoodyS or SffiP. 1[ a secvcity is not ~otect by SFZP oc Moody S,

the equivalem rating determined by the imesemeni manager's

earch department wlll be used. Should a current holding

fall below this standard, she manager shall nosily the System

of the downgrade and confer with the System stet( as m

whether ihe:ecu~iry will mn~nve m be held or disposed. Up

m 10% f~vesvnem in BB ar B sec~n~ic will be permII~ed

with mnuen amhonza~ion of the Board. "Ihe investmem.

managers emptoyrd m manage fixed income securities will

have duc~ctio~ Sn the day-~o~day management o(the (ands

under their <on[rol.

The System may hedge against the possible adverse effects of

currency Ilucmatlons on the System's pmifoho of

inremAtional fixed mmme obligatlons when ft Ss consdered

appropda~e this is typically achieved using forward cuaenry

co~treas-Short-semi investments may mnsis~ o(commerdal

paper rxred at leas[ Al 0~ Pl, repurchase agreements, shon-

tenn U S. securities, and other money market investments.

On August 5, 2011, SAP IowemJ its long-temp credit rating

nn debt o[ the US. govemmem from AAA to AA.. Thai

comp,ceen.me nvnuzi Fmznuz~aepon zm YZm2 sa~~osn veae~zma cry Empmyees'ree~neme~o svnem



Notes to Basic Financial ~aiemen~s~c~,~~~~~~~o
NOTE 3 -INVESTMENTS (Continued)

attion af(ened 56~P'~ rie~e oL US. public finance debt
Pos~~umm[s ihni nre direnly or Indireuly bad<ed by the llS_
As a resWi, on August 8, 2011, 5d~P lowered its long[enn
aedll ~a~ings of U.S govemmeni-sponwred emegxisu end
public debt Issues that have aedlt enhancement guarantees
by those govermnem-sponsored enterprires m AA+. These
credit downgrades rcleie m tLe credit risk assoeiaieA wish the
Sys~em§ Invrstmen~s in U S. Treasury secun~ies, U5.
govermnem agcnp• senuiues, U.S. govermnem bonAs, and
U.S. gwemnsnt mongego-bad~ed scccnues.

RATINGS OF FIXED INCOME INVESTMENTS
as oQune 30. 2012 (Dollars In ThousanAsJ

5&P Fair Value as a
quality Pair Value` % of Total Fixed
rating {~~ome

~AA~c '4~ 8 2.696 ~ .~7"~4G~

,lf J ~' ' 8,844 ° s,~
i
~ ,~'~

~«~+y."~+., I5, 559 k"~.„a ,~u",~~+~~
u„ `."y~, IS,186 r° r~}-535 ~

~~. ~ ~` 10,083 K° V~'~~
~c' a' Y Y~.~. I.~IB ~f' xp
KJp}.,[~F~`°~., .: 325,736 ~~~~~i & ¢

FOREIGN CURRENCY RISK ANALYSIS
w oQune 3Q 2012 (Ooilars In Thousands)

The following table prm9des fnlormeiion u ofJ~ne 3Q 2012
and 2011 concerning cadl~ nslc Ineestmeva ismeJ or
expGddy gcarameeA by the G5. government of
8124,?]0,000 and $321,406,0011 as o(lune 30, 2012 end
2011, nspeni~~ely, ace not mnslde~ed m haee eredi~ nsk and
ere exclodecl fmm the cables below.

RATINGS OF FIXED INCOME INVESTMENTS
os o(June 30. 2011 (Dollars In Thousands)

5&P Fair Value as a
quality Fair Value % of Total Fixed'
retinq Income

874

9.627

21,190

32,876

22_768

2_811

101779

The fallowing gables provide fnforme~ion as n[ Junc 30,
2012 and 2011, concerning the (ah- value of Imestmenrs end
foreign c~rzency ~9slc

Pending Foreign
Currenc Name Cash 

Private 
E uit 

Fized - Currenc 
Tutal

Yc....:...: 9 Y i.,....,.e Y c...,..~..o
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Notes to Basic~Financial Statements «o„~~,,,,ed~

NOTE 3 -INVESTMENT$ (Continued)

foreign Cm renry Risl<- I*oreign cureenq~ risk Is she nsk than
changes in exchAnge rates w➢I adversely a([eet the (air ealue
of an [nvestmem. To mltigute this risk, the SysemS

FOREIGN CURRENCY RISK ANALYSIS
os ofJune 30. 2011 (Dollars In Thouso~ds)

invcsunent pdfcy permits mdfvidual lneuunent managers to
de[enslvely hedge curmnry io mitigate the Smpea of aurency
Iluaoa~ton on the undedying uset value.

Private Fixed 
Pending Foreign

Currency Name Cash Equity Currency Total ExposureEquity income 
Exchanges

Concenbntim~ of Credit ftish -The Sys[em's imest~nent
policy limits Invesmem managers io no mnve then 10% of
die Systems asses under they managemem io Ue invested in
securities n(any single issuer with exception o(the U.S.
Gwemment and [a agenues. As o[Juve 3Q 2012 and ZO L
the System did nat hold imesimen~s in vny one Bsue~,
xdudmg investment imied by or explin~ly guaranteed by

she U.S. Government, ~ha~ represented five percem or more
of the total System net awcis.

Derlva6ves-"fhe System's investment policy allows [or
vertmems in dedve~ive msmnnems thw~ comply wllh she

SysemS basic objective of achieving die highest ~e~vm on
invesunen~ funds, consstent with sa(ery, and in accordance
with accepted imutmem pesnices. Due m the level u[
volatility assona~ed with cenafn derivative Investments fn
general, she Syseem specifically prohibits investment
managers Crom using denvetive or synthetic seco~iiies that
evpose the System m potentially high pace volatiGry or are
leveraged, or whose medaeiability meybew~ne severely

limited- DerivmPoe imesmiena ere reported at (a[r valve.
Securities Laded on a national o~ Imervattonal exchange are
valued a[ the last reported sales price nn she last business dzy
o[the fiscal year ai cvrzem exchange rates, if eppllcable.
lnvesiments ghat Jo nog have an established market are
reposed a~ estimated (af~ value baseA on the mos[recen~ly
available invesm~ repons or audited Gnanclel statements
issued by the manager of those funds. The fund me~eger
provides an esumeied unoealized gain/Iws of the fund based
on the most recently available audited financial s[atemen~s
end tither fund information. Fuwres con[racts are madmd-m-
market at the end of each wading dag and the setdemem of
gains or losses occur on the following business day through
variation mvrgins. As a result, futures have no fair value as of
]tine 30, 2012 or 2011. The Gfr value of fmuna[ional
cucrcncy forwards represents the uneeeGzed gain or loss on
the related mmcans, wh(eh is calculated as the dlHerence
between the specified comran exchange rare and [he
exchange rate at the end of the mpocuvg period.

CompreFensire Annual financial RCW~~~011.2012 San JosA Fetlemred City Employeez'Re~iremen[Syslem 43



Notes to Basic Financial S#a#~mentsc~aw~„~~~ -
NOTE 3 — INVE57MENT5 (Continued)

the fainalues and ~ouiionel amnona o(de~fvative Insmmenis ouistandfng as of]une 30, 2012 and 2017, dessified by type,
and the changes fn Izir value of wch denveuve fnsvuments for the yca~s then ended as reported in the 2012 and 2011 fi~anaal
staiemena arc as follows (In Thousands):

DERIVATIVE INSTRUMENTS
os o/June 30,1011 (Donors In Thousands)

Investment DerivaSive Notional

Instruments 
'Classification Amount Classification Amount Amount/

Shares~

Yd r(2~~j~d~+S~ ~

_

~'.~' } Investment I come ~49)~; Real A<sen $ ~}~~Z; 300,829
~b p. .. i ~ ...v. d.

5 ~U~`U{f' tst "s=` ' Invertment I ome
,r f S.
;;X4`~~ ,Foreign Currenq Conlracn, net ,~i ds ~ , 46,207

x k
}~. a`• '

~~

t
a' ~*~ Fxed Inrgme- mllecGVe

~`
,y ,~~

^LLio2 ImuYment In me ~, F,I}~ short-term Investments „ ~' 38,650
& ' c

~~ ht q 9''> ~~f Investment Income ... ~._~5~si Global eauSN W~ 4 Z2

DERIVATIVE INSTRUMENTS
as o(June 3q 201 I (Dollars In Thousands)

Investment De[ivaYive Notional

Instruments ., Classification Amount Classification Amount` AmounU
Shares ̀_..f_

~'iUHiSf~ ps '}l '.Investment I o e

s ~y~-

~ ~#'~'~/pl; Real Assets ~&~"~,. $37,408
} 4f ~

' 
~

rx§r~eyJvr~'~ Imestmeni I c e (~$ Foreign Currency Contracts net -

t ~ h ~r~` ~''y^~ hixeA Income mlledve
~~

~ ~.
.y ~~5~4 S i$4u~Y tR~(~s I t t I h t t E .:~:

'tre x g- ° ,: t a
~jg]~„ ~, E ^egg ~InvuVnentlnco _, iy. Global equ ty z .r—. ~; 'X19,280

a¢ comp~en~~~me n~~~ai F~~a~~wi eepomm~ zcu sa~m.e ted~~=Tea my empioy~~: a~oo-=memsysmm



Notes:~i Basic_€financial Statements «o„~„«,ed~

NOTE 3 -INVESTMENTS (Continued)

~e~lvotive invutments am subject m cevain types of nslcs,
mdoding coumerperp~ aedfi risk (nan-exd~nnge traded).
mteeesume risk and foreign cunency risk. The [ollowing
describes the risks applicable ~o the ineenmem derivazivc
insm~ments shat are reported as o(Jnne 3Q 2G12 and 2011

Comverpatty Gediz Risk -1'he System is exposed m credit
risk on deviva~iee tns~rume~~s than are in vsset posiGovs and
non-exdiange waded-AS of June 34 2012, iPe Sys[em
entered imo I~Gast~'acmre and mmmedip~ swaps with
notiova! amuums o[ $]9,041,000 and 5226,788,000,
respectively, held by mumerpanies with SAP ~atl~gs of A.
She System3 [nvesmiena in [orwa~d cm'renq• wmrens beep
mante~pany credo nsl~ in ~ha genies ~o she omaers may
fail m per[ocm acmrd[ng m the Penns of the mmract. As of
June 30, 2012, total commttmen~s in forward cuneney
mm~acts m purdiese and sell intemauonel curzencies were
$46,20] 000 and $46,20],000 respectivel}t with fair values n(
$46,424,000 and 845,9]9,000, respec~ively, held by
eoume~pa~tles with SdYP ~a~fng o(A end above. As o(June 3Q
2011, the System enlercd into an infraztmcwre swap with a
notional value x(837,408,000 held by a counrerparty with an
A. ~adng As of June 3Q 20ll, mwl wmmltmems m forward
c~menry contracts m purchase and sell inter~ivdonxl
eu~rencles were $26,265,000 and 826,265,000 respe¢ively,
with (air values of S2h,244,000 and $26,154,000,
mspectivelp held by wunterparues with StsP ra~mg a[ a[
least AA-.

lnmrest Ram Rish-the System Fad exposure ~o [nteasi rate
risk on Its fully mlluierallzed commodity and In&asruan~e
swaps. The (air values of the commodity swaps were markeA-
ro-market dally based on then appliczbie fvdlces, net values
are adjusted wieh unrealized gains and losses and are
collate~allzed m mtnlmlze m~me~par~y r[sk. As o(J~ne 30,
2012, the System ineested in inGaswcture and mmmodily
swaps with notional amounts of $]4,091,000 and
8226,788,000, respectively ]he System ncelvrs the mtel
~ewcn Sd2Y Global ln[rastmcmre index, net of the 3-LIBOR
pWs 50 w 55 hasis poin~s. The Sys m also receives she meal
remm Um~ed States [h~ee mo~[h l e .pry bill ram plus 10 m
12 basis poinu for the mmmodles s ps.'fhe infrasrmcmre
swaps were execmul in December 2011 and April 2012. rid
mam~e in December 2012 and April 2013 with a quaeterly
rate reset (requenc}. l6e co~nmodi~y swaps were.executed in
June 2012 and mewred in August 2012 with a momhly rate
reset (~equency. The System does not have a policy re~prding
mterea rage risk, however, the System does settle on a
t~ansactlo~ plus one day bans (ia l), the~e(m'e 1[mlting the
Systems exposure m co~merpany nsl<.

As o(Jone 30, 2011, the System invested in mi in&as~mcture
swap with e notional amount o(appmximaiety $3],408,000
fn which ft received she m~el eeivm SS~P Global

Inlru~mqurc Index, nee o[ she 3-march L160R plus 55 bens
poinu'_ The System executed the inlaswciure swzp In April
2011, which maimed Sn Apri12012 with a qunnerly m~e mug
freyuenq_ As a[Ju~e 3Q 2012 ee~d 20L1, the System's
devive~rve tnvestmeois had inatm'iry dales o(less then
one year.

Foreign C~nrenq~ Rich-This is the asic ihm changes in
eechnoge airs will adversely affect iFe fzfr value of
underlying finestmems_ To mlliguie this risk, the System`s
investment poliq• permits individual inves~men~ mxnegers m
mltlgaie the impact of currrnry Iluttuation oo the andedying
asset value. The Sys~em~ Inv stment managers enter inw
fnternaiional [oiward cvnency mntracis, which are
mmmltmvns in purchase or sell sated amount of
Intemetio~al c~e~ency, the System utilizes these w~vaus m
mn~rol exposure. and facilitair. she senlemem of imernational
securfry' pm'chase and sale ~reissac~ions_ Ai June 30, 2012 and
2011 ~}~e Sysems net position In these eon¢ams Is recorded
ac fair value as interna[ional currency mnaact mves~mems.
The (atr values of imemanonal currency contrans are
determined by yuoied cuerenty prices from national
exehangu. The System's mmmftmena ~ela~fng ~o forward
cuirenty covteects arc seined on a vet bass.

The iDllowing tables provide 1~[orma~io~ as o[June 30, 2072
and 2011, concerning die fair vvlue of forwerzt ruawey
wntraca and foreign a~rrency risk.

FAIR VALUE OF FORWARD CURRENCY CONTRACTS
AND FOREIGN CURRENCY RISK
as o(June 3Q 2012 (In Thousands}

:z~~v:
Panding..

Currency Name 
Foreign 

.Rights
:Currency
Fv:6anme

ghat a`~.~1'. ~Ci~ ~~^ree" S 39 $ -

trsN,~roy'3t~"yd~9terbn~~ 82 -

a Ak(P~k 
~xS 

32

~G,b~io wa~e~ 279 39

39
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NOTE 3 -INVESTMENTS (Continued)

FAIR VALUE OF FORWARD CURRENCY CONTRACTS
AND FOREIGN CURRENCY RISK
os ofl~ne 30.2011 (In Thousands):

2011

Pending

Currency Name 
Foreign 

Rights
Currency

NOTE 4 -SECURITIES LENDING PROGRAM

the San Jos€ municipal mde and the Investment poFcy
adopced by the Board permit the use of a secu~iHes tending
program with fps pnnclpal cusmdiav battle- the System dou
not have a ihceshold Lor securities lending activity -ilia
investment policy iequfres that loan mamdties cannot exceed
one yeaq and no ~m~e then 15% o[ the pon[olio can be lam
longec than six momhs_ The Sys[em had e cusmdial
agreemCnt with the Nor[hern Tms~ Crnnpony, which
awhorized the No«hem ilus~ Company m lend suuntiu In
the System's invesunent portfolio under such terms and
conditions as the Nonheen Trust Company deemed advisable
and io pe~mi~ the lent sumi~ies m be t~ans[e~red into the
name o[ the borrowers. As o[ August 15, 2011, the System
exited the Northern Trust rec~ntiu lending pmg arty.

While in the Northern Dust seco~i~ies lending program the
System received a fee Gam the borrower [or the use o([he
lent secud~ies. The System hod no exposure m bormwei
credit nsk ~elaied m the securities lending ~ransacnons as the

M1or[heru Torsi Company was respoivsible (m replacemem of
the lem sea~riiiu ivfth otlie~securities of the same i c~Fr,
class and Aenuminaiioq or if loch seavt~ies were not
availahle on the open mad<et, the Nonhem Trust Company
~vu regtired m credit the System', acconm with the market
vnloe olwdi unrewmed lovned secunues i(the lem
securiucs were not remmed by the bonowe~. All securitles
loan agrumems mWd be termiwied on demand wi~hin a
period spenfied in each agreeineni by either she System
o~ bor~o~~ei s_

Secvnues lending mlla~aal represents lneestme~~s purchased
wi0~ cash mllaieeal, as well as secunues colla~erxl that may
nog be pledged orsold wi~ho~t e default Ay the borrower.
Securiuu lending mllaieralirzd ~alih secu~iiies that cennoe be
pledged or sold wiihom bortower deGolt ace no[ repotted as
uses end lia6ili~tes in the statement o[net emus. The System
does not match the mammies n(invesimen~s made with cash
mllate~al with the secodt(es on loan_

he System awhorized "fhe Northern Ims~ Company m
roves and reinvest cash coflate~el in No«hem TmsCs pooled
[nvestmem vehicle, which must have a weighted average life
of 60 days or less. Se<unties with maturities of 13 months or
more must have e rntivg o[Fl or beire~- Secu~iues with
mawciiics of less than 13 months are rated at least P-3. As of
June 30, 2011, the size of rite cash mltateml poled vehicle
was 82].8 billion and the weighted average life was 21 days.
She cash mllaierel mves~men~s mduded time deposla (I2%
of [he poop, repurchase agmemen[s (225K), rise[ hacked
securities (4%), certificates o[ depc~si~ (20%), vaneble Sete
secvntiu (9%), and mmmertal paper and other bank
noes (33%)_

7'he loaned src~diies A of June 3Q 2011 cot isied o(U.S.
Treasury seam[ies, U.S. government agency securities,
domes~lc corporate bonds, domenic equity secmi~ies, and
intemauoval equity secuu~ies. In remrq [he System received
mlla[eial fn the form o(cesh or secunues equal ~o ]02%for
U.S. se<uritics and 105% [or non-U.S. secuniies of the market
value of trenslerred secorines plus accrued fnre~es~ [or
rcinvutmen~.

As o[Ju~e 30, 2017, the underlying secu~ltles lowed by the
System as a whole amounred m app~oxima~ely $162,70';000.
She cash mllaieral and the noo-ash collateral ro~aled
$16],992,000 vnd $4,3h5,00Q mspecnvely The Sys[em ova
exposed ~o invesunen~ risk mdoding the possible loss o[
p~inapal value fn the cash collaieeul puol due m the
Ilucmaiion fn the market value o[ she rise¢ held by the cash
mlla~eral pool As oCJunc 3Q 2011, the net acct veiuc (NAY)
o(ihe cash mllaternl pool ores 100% hazed on e combination
of mark-m-model and mark-m-marl<e[ basis.

com~mn~~ame a~~~ai r~,,,~~ai reevon im i-zmz sa„m.r veae~ama my empiow=~aenremem sn~m
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NOTE 4 — SECURITIES LENDING PROGRAM (Continued)

SECURITIES LENDING — INVESTMENT AND COLLATERAL RECEIVED
(n[ Fair Uolue in lYwuswds)

= +=24Yi

Type of lnvestmenx Lent

For Casn Collates!

U.S. government and agencies $ X097 J ̀ ~,

Domestic corporate bonds 7 2A 297 '~,

Domenic equity securities ; ~I b627%, *':,':t F ,`,

U5. treasury notes and bonds f ~,' },{{{~, ̀  '~f'?" -=

International egolty =emrties ~S ~1+?~jp $y~"n'''~ r;

Total Lent for Cash Collateral f~ }''y ~'

For NOn-Cdfi COIlateral

Domestic mrpora[e bonds
~fi

~,f ~ 13$rzY~~j

Domestic egwry recunnes

~

t 4~~~r ~ yu,Z,

U.S. treavry notes and bonds ,i-~'3~~}'{,~fji~~~3~

To1zl Lent for NooLash Collateral ~~ "̀~~,-ry} ~

Total Securities Lent ~'~ ,~;;~b ~~t~~" -.

Type of Collateral Received -

Cash Collateral

Norvcash Collateral

For lent domestic corporate bonds

For lent domestic equity securities

For lent U.S. treasury notes and bonds

For lent international equity securities

Total Non-Lash Collateral

Total Collateral Received
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NOTE 5 — DEFINED BENEFIT PENSION PLAN: CONTRIBUTIONS, FUNDED STATUS AND FUNDING PROGRESS

Convibnnans la the Defined Benefit Pension Plen by bosh the
City .end the pxr~icipaiing employees arc based upon an
actuarially determined percentage o[ each employeek
pensionable and nmable salary mfficiem m provide adequate
assea m pay bcnefi~s when due. OnJune 24, 2008, the City
Council adopted ocd[nance No. 28332 amu~ding Chapic~
3 28 oCTUIe 3 of the Sa~Jose Munlcfpal Code m provide the
Giy wish the option m make lump sum payments of Qty
required mntnbutions m die System.

In addition, in ~'orember 201Q the Hoard adopted a funding
policy se¢ing ~hc annual ~eyuieed contribution m be [he
greater o[ the dollar amoun[ reported S~ the acmannl
vel~ailon or the dollar amount dere~mined by applying the
percentage of yayroll reported in ehe valuation w the actual
payroll, i[ actual payroll exceeds the aemacial payroll, [o~ the
fiscal year. The annual required contribution determined in
the June 30, 7010 valoauon for fiscal year endingJune 3Q
2012 was the g~eeie~ o[ $86,888,000 (1[ paid at the beginning
of [he fiscal year) rn 2834%of actual payroll (or [he fiscal
yeas. She arnoa] payroll for the fiscal year of $224,742,000
es less then the vcmarwl puymll u[$318544,000 resuiu~g

in an annual required contribution of $86,BBS, 000 as ofJoly
1, 2011, excluding year end wmeibutlons receivable and
poor year mn~rib~uon adjustments.

On July 1, 2010, the City paid the anuanally determined
prepayment amount of $66,986,000 Ior biweekly pension
and pos[employment healtl~ mntribu[ious [o be made for the
2ti pay dates Gom July 2, 2010 [hrough June P, 201 L The
City also paid 8503 000 [or the rew~tiliauon o(fiswl yeas
2010 2011 pension and paste pl yment heahh
mn~ iboaons per San Jnse Mu Icipvl Code 3.2A 9h0(F),
hlch xequlces the lloa~d m dete~mine whether the lump sum

ad once paymen[(s) and die paymems tha[ otherwise would
have been required in the absence of the Wmp sum advance
pvyinent ere acmvrially equivalen~_ At yeas end the acrroed
mnt~ibutlons ~ecefvable ineludeA the City (undNg the
Defined Benefit Pension Plan ARC (or fiscal year 2011 based
on the June 30, 2009 velueuon. In order m avoid aeeung e
net pension obligation the City cleoed mi [o phase-in the
impen of the June 3q 2009 assumpban dienges an [he
mnvibmfon vases over e 5ve-year period az orignaliy
adopted by the 13ua~d.

In add[tioq ef[ective]une P, 2010 through June 25, 201],
the bvrp~inmg uni~ rcpruemi~g Avsociatio~ v[ Meimene~ce
Supe~visoq~ Personnel (AMSV), Assodauon of Engineers and
A~d~iletts (AEA), Ope~efing Engineers Locpl No. 3 (OFk3),
City Association oC ManeRemem Pm(ess(ovak (UMP), and
the Intemanonal Bm~huhood oC Hlectticai Workers (IBEV~
entered into e Memoandum o(Ag~eemem (MOA) with the

Gty ~o mnl<e one~imeaddiiional reu~e~nen~ mnrtbutions
ihn~ would be applied w reduce the coo~nbotions Chet the
Qp~ would otherwise be ~eyuired ~o make eW~i~g that time
period [or the pension ~nfonded liability, The one-tone
~onmbotion amoums eancd by Avrgaii mg ini~, but all
summed ro :Q83°m o(oppllca6le payroll (or the fiscal yeas,
l he MOlu Wso mduded language ~emgnlzi~g tliet the
additional mmdbu~io~ cueld riot be implememed by June
27, 2010, and allowed for the Finance Depm nnem of the Gry
m mmpum a are ~ha~ would genera~e she w~ul amount of
eddf~lonal ceifremem cont~ibuuons wee the ~emaiNng pay
periods in she fiscal yee~ ms if the mnmbot~on .aye had been
implemented an June 2], 1010. fhe Ci~y3 roence
IJepenmrnt calculated and Implemented an aAdltlo~al
13.05%of mn~nbations ef(ec~tve on August 22, 2010. The
mmribu6on ales provided below do not eellec<<he
additional renre~nen~ contnbunons made by employees.

the signi(icanl acmanat asmmp~ions used m compute the
actuarially determined mnuibueion requirement are [he same
as those used to compote the aemarfel accrued liability shown
in the Schedule o[ Funded Sia~us for the Defined Benefu
Pension Nlay.

The Gry and the parudpa~ing employee mnmbu~ton eeies in
e(feca during the Gscai years ended June 3Q 2012 and 2011
were as follows-

Period Gty* Employee

fs7i'}7X~~d/3,(iN3 is 4445h ,~„'- }~~F

~bl~ (~I ~ ~/9~ ~ ~ 28 34.0' ~a,$r~

"The acWal mnhibution rotes paid by the Gty foi /uml yam
endedfune 30. 201] di((ereA Aue ro the City funding the
amual required mntiibution amount based on the greater
o(the dollar amount reported in the actuarial wluotion or
[he dollar amount demimined by applying the percentage of
payroll reported in the valuation m the actual payroll, i(aciuol
payroll exceeds the a<ma~ial payroll. (or the /isal year In
¢seal yeas 7011 the acwnl mntnbutions tutu paid by the Clry
~((ered as a iesWt o([he City exeriising iGS opiton ro make
annual lump sum payments and due ro the additional mnhi-
buuons paid by the employees. In odditlon, in (rsml year 2011
the City electeA ro (rod the ocmnnnl requireA mnvibuuon
omoun~ and no[ [he phare-in mnvbution amount.
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NOTE 5 — DEFINED BENEFIT PENSION PLAN: CONTRIBUTIONS, FUNDED STATUS AND FUNDING PROGRESS
(Continued)

The fonUed stains of the Def ned ~eneGi Pension Plan az o(]une 3U, 2011, the inosi recent aauanal valua~iun date Is as
[oliows pn thousands)_

Actuarial Actuarial
AcYUarial

Annual
UAAL as a

q~~rued Unfunded Funded percentage
Valuation 

~
Value of

~ia6ility AAL(UAAL) Ratio
Covered

of Covered
Date Assets

(AAL)
payroll Paymli

(a) (b) (b-a) (a) / (6) (c) ((6-a)/c)

Ab/~f3A1s#~"' $ 1,788,660 $ 277(~;~27~ S $ 961,567 65% $ 228936 ', '4'J9Wi ,

The OAAL n($982 milliu~ does not ivclude she impao of
approximately $28 million o[ accumulated deferred
investmen~ losszs resulting pnmenly Bnm un(ew~uble
Lrvesmient remms in fiscal yeas 2008 and 2009. The
System's actuarial valuation uses alive-year smoothing
method for Inves[me~t returns. Th6 memo thnt the cuvem
yeals gains or losses, as calculated a~ year-end, ere
mooched with the resuhs from the prior loin years. The

deferred fnvestmem lass also mdudes 80% or
approxlma~ely $131 million fn Lrves~ment gefns for fiscal
year 2011. Ii is amicipaled that fuwre ecmarial valuations
will rccogNze the remaining defrired Investment lossu of
appmxi~narely 828 million es described above.

The June 3q 2011 vaWation included a change In the
expected rate of return from ]95% ~o L50% and a change
in the payroll wage inflation assumption frmn 3 90% m
325%. In addieion, the Hoard approved [he actuatys
~eeommendation ro explicidp mdode admfms~ra~fve
expenses and SRBR costs a additions ro normal cast
(valued et O.ZO% o(peymll [or ndminisi~aiive cepenses and
035% o(the market value of esse~s for the SRBR) fn the
June 30, 2011 vaWaiion. the expened rate of rc~urn of
7.50% Is now only net o(fnvestmem manager Cees. The
valuation also includes slgNfirsm experience changes of the
System including a 14%reduction in she member oI active
members and a 24%reduction in the expected payroll.

The June 3Q 2011 valua~iov wntxins the board adopted
3020 layered amorUZeiion nieihodology which Sndades
the amonizaiion of the unfunded liuhllliy as ol'June 30,
2009 over 30 yens Gom that date, end the amontza~ion v[
subsequent gai< <~d losses or essimiptio~ changes
e onized over 20 years (mm the valuation in which they
eye first recognized. "ITe egvmalem single amoruza~ion
period for iheJune 30, 201 L valuation is 252 years.

Actuarial valua~lons of en ongoing plan involve es[imates of
the value of reported amou~~s end azsumpilons ebom the
probablGiy of ocn~rrence o(events far icon the (umre.
Examples include essumpiiovs about furore employment,
monaliry, and invesunent remm. Experience smdles arc
per[o~med by the lioaz8s actuary m de~ermfne conunoal
avmon to the aewaeiel eaumpdons as aemal resWis are
cmnpared with pazt expectatlons and new es~fma[es are
made abom the ivwre.

the System vansitioned from biennial ro annual valuations
begtn~ingJune 30, 2010. The wnt~ibutio~ ~e[es (or fiscal
years rnded June 30, 2012 and 2011, were based on the
attua~lal valuations pedurmed o~June 30, J010 and 2009,
respetttvely, except (or the period June 2h through June 30,
2012, which were based on theJune 30, 2017 valuation;
the sgnificam e~ivarfal methods and assumptions used m
compete the acwa~ially determined annael required
mnvihmions and the funded haws are as inflows:
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NOTE 5- DEFINED BENEFIT PENSION PLAN: CONTRIBUTIONS, FUNDED STATUS AND FUNDING

PROGRESS (Continued)

Description Method/Assumption

tYa7i(aGOP,~~ i=~~~~~ Jane 30, 2011 ~ June30, 2010 ~-” tune 30.2009

Actvbn5i f¢}t me{hOd -~ ^"i Envy age normal cert fnNY apg Rptmal con Fniry aye normal cast
t% method method '' method

~. - ? t s
~' ?Level niz e of s olly' A~nortvat ~w ~elhotl fo~'acc~ , per~e g p yr Lev'ei t o(a roll_ ;Levelp~rcen 5ge py percenEage of payroll

anal acau8l~ lizbi~rt e5„

~ertyi gd~i YU2p~~i(L~pE9Qd p2~-Y~arlayereddosed,!evel 20-yeerJ~y¢red, UOmd, level e20-year laycreddored, level

~~ ~ g percentage of payroll wrth the pelcG~Ia~e`Diyay+ol~•yvrt~3hE" percentage of payroll with the
~ i y~ ~ a 6/302009 UAA~ amortized b~3~12b09 WRtfij. dthk~r ~: 6802009 UAJ>L amorfrzed

,yx. }- ~ ~ ~a;~. ~ over a dosed 30.year period. wer S 16gtl 30 gCarpCfiOd over a closed 30.year period.

~claanei ass2t~y$~8tiq .~ Ot~?5yearsmoothed market 5~,y2at`5tnt5F$~}i@d market ~'yp^5yearsmooffied market

Actuarial assvmpoons:

74S4Yh5L$raf~C¢ G3~*hdtF~° s'7.50°h per annum S~;~g¢~~U~p ~ Fri}i17.75%perannum
N'A~'M'~'b`u"x`cNa~~.a'^b:'A _ rift . a F '' ..

PorheaNhy annuitan6.the ?ife 17=34"(3Y6up Ahrtut~y. ?The 1994 GroupAnnuiry
male and female RR2000 ~Y~d1~ ie sef bmK, ! Mortahry Table set back
combined employee and ~ ~~IYY=~yS~€38tiq" ,~,,; three years (or males and
annuitant mortality tables b2,~~~YnnfQ~.lv~s vb*-: one year for (emaleswas
projected to 206 and set Yf (j'7 ea({~y r used for heaRhy retirees and
backtwo years Pordisabled behe(na~es~¢,~{~ S~benef¢mnesShe disabled
annuitants the CaIPERS ~mprp(ity 12~5~yKi4~~ Y~. mortality table used was the
ordinary disability Eablef m 1481 Dbabl~~ hy3t ~~}`~ 1981 Disability MOrtzGry
their 2000-2004 sndy for 7'ab~e 1.,<~ "~'~-~: table.
miscellaneous employees. g sn_„ ry;,~,

~rJiCP,~», dntgAi+~~Us~., Tables bared on current

~19a64rty3EeWick,f@Lr~tq~ ?experience
7a~leb ~a4~deo tDFrefit ;Tables based on anent
ex~C+F7Eh4~ y ~ t ;experience

'~~"'u P ~ The base annual rate o(salary AS,e.aanual rate o(5a{3Yy The base annual rate of_
'~ ~ ' ' Incmase Is 325%wage Infla- ~dYCrz/a'§t%d~3,s~9~3%~ape~i salary Increase is comprised

..1 s ~ fion rate plus a ate-ncrease x(k~~j~4p{ rAtE mereas9 : o! a 3.67% Inflation rate plus

~,_.. ~(or meriVlongevTy (or years {q~,ger~Nl6i~gevM1y4pT'th~sce - 041%(or wage inflation for
.~ '~'^' '~" '- 0 m I5+ ranging (mm h.50%1 In317r'y,¢aYg o~rs~gv.¢e ru+ ` - total rate ol4.08%,This u

{ i +~ m 025%at the 14th year of
~~~~~t

YYprcrS~S,~Wt60~53~,gi~ ` added m a rate increase for
Sih ye@r?di~Eemt@ ~ 3.~~~mer'Ulongevry (orthe frs[5, .p ;service

aS ~. = years of s rvice ranging from
£ l~`Y 4 ~ 3~ i 3°~-~ 9N' In

4 
~ e-. i a `$~'- 550%to 0.75%at?he 5thj 

t~*~v°~~
s9~T~~.:sa = c ~s o-

G ~: Year ofserv¢e.
'',,.

mw~#aii3nihli3 'Ili,'. "'?zi 325% 389k6 f~""~`~ ~ 3D3%

The schedules preserved as eequiced supplrn~emary

informeiion following the ~o~es to the fi~aoclal s~ate~nems

present multiyear [rend in(orma~ion. The Sdiedule of

Funding Pmgms (or the Defined Benefit Pension Nlan

p~esen~s ln[onnauon about whether the aauanul values of

plan asses are increasing m decreasing over time relative m

the actuarial accrued IlabiGties for benefits_ The Schedule of

flmpinyer Gontbbmions [or the Defined Benefit Yensov Plan

prz ents trend In[o~maiion abou~ die amoums convihmed m

the play by the employe (n mmper[son m she annual

required mnuibvtion (ARC). The AR(. represents a level of

funding that, ff paid on en ongoing basis, B projected ro

cover no~mul cost [o~ each yee~ and amortize any un0~nded

a<manal Ifabilifies (or Cvnding exce=_s2 overa period ~o~ ~o

exceed shiny years.
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Notes to Basa~Financial Statements r~on~~~,~~~~ <_ _~.
NOTE 6 - POSTEMPLOYMENT HEALTHCARE PLAN CONTRIBUTIONS, FUNDED STATUS AND FUNDING
PROGRESS

Comributlons m the Posteinploymem Healthcvre Plan are
made by hoih the Gry~ and the pnr[icipating e~nplopees_
Cnnrtibunon rates for Gscal years ended June 30, 2012 and
2011 were based nn the azn~uial valuation pedormcd as of
June 30, 2010 and 2009, respeaivelg The contn6utlon rates
[or the maJoniy of f~scai gear ended June Jq 2012 (~hmugh
period ended June 23, 201 Z) wc~e bx ed on she anuanal
valuation pedurmed on Junc 30, 2070. The Sys~ems mw~
recem imluauon es ol'J~ne 3Q 2011, nas used to detecmfne
the mmnbwion rmes e((ective June 24, 2012.

P~lo~ m July 1, 2000, annual conn~buUCns Coy the
Postemployment Healdsere Plan were based on ~hc cwt Cor
fimdmg, as a level-perumage of payroll, based upon a 15-
yea~ pmjec~ion of premiums (Policy methodl The
mvmbutions were nog su(ficiem io meet the ceq~fcements of
an annual .equired contribution under GASB Statement Nn.
43. A(tec]une 30,1009, the contnbutirni tares represent the
cost ro phase into die full annual required contribu~ion
under GA58 Statemem No. 43 over a five year period.
Effective June 28, 2009, the bargafmng unl¢ cepresenGng the
Fede~a~ed members of the System agreed in aMemo~andvm
o(Ageemem (MOA) wish the Qry to increase wntdbutlon
cote for retiree heal[h and den[al beneG~s in ocde~ t ~ phase in
full funding of the GASH Statemem Nu. 43 crane 1 equired
<onmbuuons over the next five years; fiscal year ended June
30, 2012 was the third year of the phase-in. the MOA also
provides ghat the five year phase-tn of the ARC will not have
an incmmemal inaeaze of mare than 0]5% of penslonuble
pay fn each fiscal year (or the employee or City contnbotions.
Notwithstendingthvse limiteifons on fncremenwl inereazes,
the MOA funhe~ provide that Uy the eud of [he five-year
phase-In the Ciry and the employees shall be m~¢ibudng the
fWl ARC in the rasa currently provided in the relevant
sections of the San Josh Municipal Gode.

In addition, in Noeember 2010, the RoarA adopted e [raiding
policy seeing the ammol moinbw5on to be die greater of the
do➢ar amo~n~ reposed fn the acwarial valunaon or she dollar
emoum detennioed by epplpmg the percentage of payroll
repoaed in the valuation m the ecmal peymlL. if actual peymll
exceeds the acmanal pa~moll, (or the fiscal year. The annual
mniabuiian deiermSned In iheJune 3Q 2010 vulua~ton far
fiscnl year endtr~g)une 3Q 2012 wes [he greare~' e[
%21,M1]1,000 (if peld on 07/0120] 1) or 7 16% of Actual
payroll [or the fscel year. The anunl payroll for the fiscal year
of ,$224,]42 000 was less than the auuanel payroll oI
831$549,000 ~esWtlog In en ennuel mntnbution of
$21,9]1,000 as o(Jnly ], 2011, exdndSng yrar end
mm bwions recetveble, the impllelt svhsldg and prior year
mnt~lbmton ndjusUnenis-

The Qty ueul the perticipe~fng employee mnaibutlon ales in
e([ect during the fiscal years ended June 3q 2012 and 2011
[or the Poscemploymen~ Heal~h<ere Plan were as follows:

Period I Gty Employe
1

t3bR4/1 ~~➢30t~Y 79I% s n~

b`7 rye _ 1,}~, ~. ] I bh ~~' ~. ID

Rj~~~/10~Onb~?Sill F~~r:',. 641% ~~~fidb„'~.

• The ocmol mnbibution rates paid by the Gty fm (scol year
ended June 3Q 2012 differed due m the Ciry ~undng the annual
requned mntribu[ion amount based on the greater o(the dollar
amount reported In [he actuarial wluatian orthe Aollai amount
determined by aryplying the permnmge o(Payroll reported in
the voloo[ion m the actual OaVroll, i(a<Nal payroll exceeds the
acmanal payml{ (or the (~sml year In /rsml year 2011 Ifie actual
mntrtAUtlons rates paid by [he Gty di(~ered us a result o/the City
exerbsng their option m make annual lump sum paymenh

The funded smtus of she Posemploymeiu HeaLhcare Plen as o(Jone 30, 2011, the man recem acmenal valuation dare, is as
inllows On ThousanAs):

Actuarial Actuarial ~+°tuarial Annual
. UAAL asa .

Valuation Value of
" Accrued 'Unfunded Funded

Covered.
Percentageof

Date Assets Liability AAL (UAAy Ratio
;Payroll

Covered
(AAL)Payroll

(a) f6) (b-a) la) /(b) (c) (I6-a)/c)

`° ,6~'7f~1~2W i'~' $ 135 ASa t ~ y9~ia^~a9>~"' $ I OD9905 w~'~?% " :' $ 228 936 ,fir ~~~
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Notes to Basic Financial Statements ra~„~~e~~
NOTE 6 - POSTEMPLOYMENT HEALTHCARE PLAN CONTRIBUTIONS, FUNDED STATUS AND FUNDING
PROGRESS (Continued)

As ofJnnc 3q 20l L the Sys¢m§ most recent vaivauon, the
Sysem~ GAAI. increased 6y appmxlmately $192 million
prlmanly due m the decrease in [he blended GA56
lave cmem rnie o! remm (mm 6.71% m fi.]0%and ~honges
in actuarial uumpiions es recommend by the 6oard5 attuap=
in the June 3Q 201 experience study. The Synem§ OPFB
discount ia~e Is bued on a blended rvre ghat ranges be[ween
the ezpeaed remm on the Ctyk u~ms¢icred assets (4.0%)
and the expened remm on die System4 im•ested assew
p.50%) ~esul~fng In a blended discount ~e~e of 610%. i7ie
June 30, 2011 calua~iov i~duded a vedoaion in eepected
rcmm on Ciry ac ens (mm 4.5% to 9.0%and in the System's
expected ~emm Gum 7.95% to 75%- Actuarial essa~np~lon
changes in the June 3Q 207 ] valuation also included changes
in the wage in[laiion, sels~q melt I~ceeeses, hmily
compositioq ie~minetion rate, dSSablGty care, ~etl~eu~em ~a~e,
healthy and disabled ~nor~alip~, and refund rates assumptions.
In addGimi, ihe]one 3Q 20L OPEB ~aluetlon fndvded
retirees paying the di[Cere~ce between the auval p~emfum [o~
the elected plan and the $25 co-pay plans oUeced [or cho first
Hme by the City

The System's valuation as of June 30, 2010 included
acwarial assume[ion changes recommended by the actuary
and approved by the board inducing increases in the
following. the System's expeceed ra[e of return from ]]5'K
m Z95%, payroll wage fn(lation enumption from 3.83% ro
3.90%, and lengthening the selett period for healthce~e
imnds from 9 ycaes w 15 yeas. The Increase l~ the
~iscoimt rule and payroll wage inflation rule assume[ions
wave due to the transition m phasing in the discount and
wage Inlletion re~e war two-years instead of phasing in the
impea of the essmnpibn ehavges on [he cwvfbution rata
over alive-year period as originally adopted by the Board.

The leng~hening of the selec~ period (or she henl~hcaie trend
assumption was recmninended by the ISOazd§ aqunry due ~o
[hc auua~~'s expeaaiions (or the (mure-

AcmAnal valuations u[ an ovgoing plan involve esuma~es oC
she volue of ieportcd emoim~s end assump~lons about the
probnbili~y of occur recce of even¢ far inm she fi~mre
Examples indode ec o~npuons nbom (nwre employment,
monatl~y, vnA the heahheare can sand. Actuarially
deten~ined amuunis are sohjea ~o continual revision as
xc~ual rzsohs are wmpuad with pa ~ expectations and nem
esama~es are made abou~ the future.

Pm]ections of benefits for finnncfal reporting purposes are
based on the subs[antfve plan in ef[ui and indode she types
o[benefia provided at the time o[ evch vnluaUOn and the
hismrical pattern of sharing of benefit roses between the
employes end plate members m that point. the aavariat
methods and vssumptlans used include ~edmique chat ere
designed io seduce the eHeas o(sher[-germ volatility I~
vcmenel asn~ed lSabiliiies and the aaaerial value of assets,
consistent with the long-term perspective of the
czlcule~ians_

The System vanstioned [rom biennial m annual vnlmeions
beginning ]tine 30, 2010. The romnbuiion rates for fiscal
years ended June 30, 2012 end 2011, were based on the
actuarial valuations performed on June 3Q 2010 end 2009,
~espectivel~; eecepi lar the period June 29 through ]tine 30,
2012, which were based on the June 3Q 2011 ~aluauon; the
significant actuarial methods and assumptions used m
compute the aema~ially determined annual required
wnvibuuons end the funded status are as [ollows
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Notes to Basie_~ancial Statements «o„~;~~„ed~
NOTE b - POSTEMPLOVMENT HEALTHCARE PLAN CONTRIBUTIONS, FUNDED STATUS AND FUNDING
PROGRESS (Continued

Description Method/Assumption

•_.

.ya~4ARR(YCk~e June 3Q 2011 ,]unE 3Q2f11-0~~;,' June 30, 2009

Affuaptigcost method ~ ~ "Entry age normal cost F~by ale nnr~nal cost ̀  `. Entry age normal cost
-~ method mell~od = method

f9'tiCPL<dl?dnanethod . i i Level percentage of payroll LBVeI pe¢enidy olpay~il +Level percentzge of payroll

ReM1,~zfh~ng 2tiaq~at on~y~id v20-year layered dosed, level ~,a~2ar ~axpr`e~~IPgry81 2D-yexrlayered dosed, level
~* ~"" i,fi Percenrnge o(payroll wkh the eiYS of,' roll` pk„~cq ga „ pay ~+$r5 thgt percentage of payroll wrth the
J~ ~~{ t ? ,- 6/302009 UAAL amortized bf,~{~I~Q,Qg~i`~~"~~ E,fid -; Eil30D 009 UAAL amortized
~~ ~,g~a,,. :p~ ~~' overa dosed 30.year period. WePZ Urdsed ~0 ~YGo',~ ̀ overa tlosed 30 year period.

d~(TnS~iga~f~3fl¢;'~k~-_Market value K1§'typld~~ -~ .Market va ue

Actuarial assumpnionr.
j ~ ,~~, ~.-: e.io%} ~5~t;.~. ~..~ ~:! ago%}

p ~z1+dn , ~Y~t' -. ,. 325% 90,~(. ,. k ~+ ''''~' 3.G7%

z ~~ Th base annul rate o(salary ~q}~ " ~~t~ 3ta{fl~, The base annual rate of sal-
~rzn ~ y 3 ~ ncreu. is 325%wage infla 1pt f a y c eare is mmpnmd of

q~S~- ~ }~~ p ~ Ton rate plus a rate ncreaze -¢{ a 4 a 3 67h'nflation rate plus
'y~e , E~ f r menUlongevty (or years Hlon$~ ' 041%f age nflat on !or

~y.~,.¢` ~~(yy ~Oto l4+ranging from 9.50% i ~ atotal rate of4089'.Thsrs
~ S~ g ~ ~ t 025% at the ISffi year of ~ S ~ Q ~ ~; added t a ate nc ease (or

~ ,~ ~ ~ seance. } ,o ,~ meriVlongevity (or ffie first 5

p ~ ~ ~3' S~ 1 ~. Y no( ery ce ang ng (mm
:"'°'.',~~5 .:~.. ~. ~ , }:...' r ~.,. ~: ~ ~, ~ sso~ ~o o,~s~ atone sm

Pls+j~$t$~"$$~hg1~~'fi'zaSeS~`~ 325Y ~~36°p' ̀ C "" t ~'~7n~8ri~ 383%

Healfhcare<osecrend ate.

t x~i44~' $ ~~ qq The dl anon assumes that

future medical boat on will

"i~@~vnlu~fai5 ~-The al alion assu nes that

~i3{U ICaI AVif~#~Sbn inure medical inflation will~~ ~k~

~~ ~,,. beat ate of 9 I 1%to 4,5%

~~~ ~ ' ~! annum down wer

b ~~a„!~

8nE

4 0"- bet a[e of 10°h Per

down}.-i p graded~

.,.i ~~~' T ~Y. a IS year pe-od fo medical

~0 rare ; a num graded each

'~,SY _ f ~~ ye 0,50%'ncremerm b

~ ̀ ~ ~ `~vYE pre age 65 and 6.837 m p an olt to rate o! 45%for

'A „~~,,.,,°~" + ~ ' 4.5%per annum graded down L~ ¢ 'g : med cal pre age 65 and 7.5%

~ -~g~.~ overa IS year per od (or

~~

¢~ pe annum graded down

tf~ ~,~'k~+ ~ ~ ~j ¢ medical-post age 65. ~ ~~kis 5 ~` each year in 025%'nae-

~

~,W fie.. __.!11~-
tiY iii ~

{ref :fit 5 menu ro an Wtimate rate of
a, ,~~~E ~ii~ ~'E s, f ~~ ~y= 9.5%for modlcal-postage 65.

}I~bF.~a~,-,~.~s D tai ln(latlon is ass~~medto

7 "`'~r~t3 ^~+~~ be 4.50% down to 4%

D fi ~cir~`s `Gen[al nflaton rsassumedm

~,°.6&~~~td Eo~.~~~" i be 5%gaded dawn m 4%?'/ graded

~.~ y . ~ Q, t "'~ ~~ ' over a three year period_ pyd IV VP.Y O~lIOG~(u~ , ~ l over a bout Yeaf Oer~od.

} De~emilned as a blendeQ~are o/rhe expeaca langserm inveztmen~ reruns on pinn osse~s and on me Cry4 invuvnm~s, bwed on the

funded level of th plan at she voluotion duce.
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Notes.:#o Basic Financial Statements c~~„~~,~~,3- _::__-.
NOTE 6- POSTEMPLOYMENT HEALTHCARE PLAN CONTRIBUTIONS, FUNDED STATUS AND FUNDING
PROGRESS Continued)

the schedules presented as required supplementary
in(omiaiion (ollowing the notes m [he finenc~vl s~e[emen~s,
present midiiyea~ «end fnfo~matlon_ The Schedule of
Fvndtng Progmss [or the Postemploymem Heahhra~e ~e~efii
Plan pmsrnis in(onnenon about whe~hec the acmucial values
of plan assets ate Inereeshig or decreasing over rime relative
m the amuadal amved IinbPlides far benefits. The Schedule
of Employer Conu16utions (nr the Postemplayment
Heahhcaie Henefii Plen presents [rend in Fonnetion about the
amouna mnu'ibuted io the plan by employers In crnnpadson
m the annual required mnvibunon (ARG7 detemifned Io
acmrAance with the parametecs o(GASB Statement 43. The
ARC ~epre ena a level of funding that, if paid ou an ongoing
basis, fs p~oJecYed io cover nonnel cos [or each yezr and
amortize any unfunded acmanal lieb(Iluu (or (unding excess)
wu a peefod not to exceed thirty years

NOTE 7 -SUBSEQUENT EVENTS

Commitments - As o(June 30, 2012, the System haJ
un[unded commitments w crnivibute copilot for private
egWty fund i~veamena m the amount of $105,3]],000

New Benefit Tier- On June 5, 2012, the voters of San Jose
enacted the Sustainable Reli~ement benefits and
Compensation Am (Pension Aa). The Pension Act amended
the City Ghane~ m diange beneG~s (or currem employees to
estaUFsh different beneG~s (or new employees and m place
other limitations on benefits.

Section 1508-A o! the Pension Aa appGceble m new
employee_ was adopted on August 28, 2012 by Sup Jase Cty
Coundl GRlinanee No. 7.917.0 m provide Tier 2 pension
bane Gts (or nee System members hired on or a@er
September 30, 2012_ The new Ater indudu sgnificam
benefit chavges [mm the exis~ing ter 1 plan including, bm
not I:mled m.:~ decreue in the benefns maltiplirr (mm
29% per year io 2.0'Y per year, an ine~reue finm 55 yenrs m
65 years n(ege for retirement eligiblliiy ai Full benefits, v
consumer pace index driven cost-of-IWIng increase with a
maximum o[ L5 b Insti~ad of the ex[sting a~~mel fixed 3.0%
fnerease, a decrease in mexim~m be~efii ~0 65% oCfinal
evernge salary (mm 75%, no s~~vivor benefi¢ for death a[ier
retimment unless the member elee~ a reduced benefit,
pensionable ompensauo~ m be based on base salary only,
gather than base cumpeasanon plus premium pays; members
~o contdbwe 50% o(the toml Nnnnal Cast, airy a¢rued
on(u~ded acmadal liability and edmfNS~retive costs o[ the
$ys~em, year o[se~v[ce credit m require 2080 houcs o[ work
~e~her then IZ30 hours of work and final ave~uge
iompensetio~ based on die Fighes~ coasecu[fve 3 years o[
compensation compared m highut 1 year. SignlScam
portions o[ the Penslo~ Aa applicable tc exis~ing employees
and et(ectioe June 23, 2013 are cuaendy sub]ect to legal
challenge by members of the System. Additionally, various
bargalnl~g uoiis rep~esendog members o[ the System hove
Glcd un[afr lebo~ pcnctice charges with the Gali(nmia Public
Lmployment Relations Boe~d related m the Nension Aa.
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Required Supplerra~n#ary Infarrnation ~u~aua~ced~

SCHEDULE OF FUNDING PROGRESS-DEFINED BENEFIT PENSION PLAN (Unaudited)
(Dollars In Thousands)

Actuarial
Actuarial

Actuarial
A«med

Value of Unfunded FundedValuation ~~ability
Date

gssets (a) AAL Ratio
(AAy

Unfunded
Annual AAL as a
Covered % of Annual
Payroll (b) Covered

Payroll

Arwarial vatmfo iz have been pe Jormed Liem'ally ihmugh ymc 3q 200]. The Sysmm vansitloned m anm~al actua: al vatuutlmiz

uJtnJune 3q 2009.

(a) Nepmted a~ "nnmtl~ed madam" value ducrmLird using a orchnique thatsmm~hs ~~e p i oJshawrenn voiatllhy in Oa

marhe~ value of Invesimems over a fivegrn. period.

(L) Amiml covered payinil represents the ncmmmi estlmoie of annu¢I mverzd pay.ollJor the subsequent yearfo. tLeJw~e 3q

2011 and the 2001 and p.ior v¢Iua~ions. Thr amounr p.esenredJm OieJune 30, 2009 and 2010 valua~iom mpresenn anual

annimi wvc~ed payroll.

As o(Ju~e 30, 2011, the Sysem's most recent valoauon, [he
System's funded ratio dedlned (mm 69% m 65%, the AAL
increased by $2599 million, and the UAAL increased by
8200b millSOa The increase Sn the UAAL was p~imatlly due
to the assumption changes. The June 30, 2011 valuation
Secluded a change In the expected rate o[ return from 7.95%
m ].50% and a change in the payroll wage intla~inn
am~mpiion from 3.90% ~0 325%. In addluon, the board
approved the actuary's mcommendatlon to explic(ily include
adminfsva~rve expenses and SRBR costs as additiovs m
normal con (~•alued at 0]0% o[ payroll for admnuarative
zepenses and 0 35% of the mad<ei vuiuc o[ evsees for the
SRBR) in she ]tine 30, 2011 nalunuoii- "fhe expected rate o!
return of 7.50% is now only net of investment manager fees.

The June 30, 2011 valuation minains the board adopted
30201ayc~ed amor~ize~ion methodology which fndudes the
amoruzenon of the untonded IfabfGty as o[June 3Q 2009
over a 30 years Gum iha~ da~c, and the amo~tizetlon of
soh equent gams end Tosses or assumption changes amortized
over 20 years liom the ra7vaYm~ In which they are first
recognized. The ey~ivalem single emonfzeiion period (o~ die
June 30, 201 I vAl~9tian is 25 2 years

As of die June 30, 2010, the Sys~em's funded ratio declined
(mm 77'% m 69 m, the AAL maeased by $24 mllion, and the
❑ML increased by Sil 4 million primarily due to
recognition o[deferzed investment losses in aemrdance with
the System$ acmanal velua~to~ me~hnd- The June 3Q 2010,
veluano~ also Ineloded assumption changes [or the expeeied
rate of ~eu~rn Gum 7.75% to 795"b and a diange m the
payroll wage inllmion assumption Gom 3. H4'H, X03.90%. The

Increase in the discoum case and payroll wage In[latlon Sete
assumptions are due m the Transition to phasing in the
discount end wage Inflation cote over two-years ending June
3Q 2011 insieud of phasing Sn [he impact o(the asmmpeion
dianges on the mnai6ution rates over alive-year period,
which was originally adapted by the Federated Board for
fiscal year 2070-2011 conu'ibutlons. However, the Gry
elected m fund the annual required mnttlbvtion amount [or
fiscal yeas 20104011 and nn[ (mid the phase~m Impart of
the assumpuoo chn~ge.

In the Sys~emS]~ne 30, 2009 valvanoq the AAI_fncreased by
$525 mSllion pcima~ily due to demographic expe~5ence losses
and changes n acwuriai assume[ions as recommended by the
Bmrd aaiiary in the June 30, 2009 experience study The
]tine 30, 2009 valuatbn included acwa~ial aswmptlon
changes approved by the Board lnduding phasing in the
hnpact d changes 5n eronomte assumptions on comtlbution
ra[es of the following over afive-year period: a reduction in
the S~ves[mem rewm aswmpiion from 825%, net of
expenses, m 7 ]5%, ~e~ o(expen a ruluaion in the
underlying in0auon ass~mp~ion from 4.0"ro' m 3.67%; a
reductlon In the payroll Growth assmnpuon fi'mn 4.00 b m
3 A3%; and a reduction in the ultimate s~iary increase
assumption from 4 25% m 4.08%.1 he impact o(the
ecenomfe assumpuo~ changes increased the AAL by
appmxnnaiely $142,000,000 and the towl comribmion
requimment by 3.64% prior m the impact of the 5-year phase
in changes. Changes in pre-mortality and peso-mortalip~
demogeaphte assumptions inaea9e~1 the AAL by $8],000,000
end the mtai con¢Ibutlon cequlrement by 1.58%.
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~, .

.;'.Yi:.



~- R@C7 UICEY.~:~Up~J~@I71@I1t81")/ ~1'lfOflll Bt1011 (Unaud~d) (cm,~ln~~a1Y ==_!=.-

SCHEDULE OF EMPLOYER CONTRIBUTIONS-
DEFINED BENEFIT PENSION PLAN (Unaudited)

For the six fiscal years ended June 30. 2012
(Dollars In7housands)

Annual
Fiscal Year Ended Required Percentage
June 30, Employer Contributed

Contributions'

~OQ7 "$ 51004 ,~~I~~

190Q 54958 ~yt,~~fy. ,.::~~~

2bd~ .t ;. 57.020

2010 'f~' 54566 i~~: 100% ~.

~011 59180 ~'( 5~(~t ~:

~Kll '~f f ._ 87082 .;w' i;. .c

"The annual required employee mnhihuUOns (AftC)
provided aGwe are based on the Board adopted ARC rates
adjusted for the Nming a(acNal mnMbutions including
year-end conMbu[ioru revivable and prior yem mntnbution
adjustments. In addition, m fsml year endedfune 3Q 2011,
the ARC has beyn reduced ro reFec[ the additional employee
mnvibunons pursuam ro MOAs with cermin bargaining units

SCHEDULE OF FUNDING PROGRESS -POSTEMPLOVMENT HEALTHCARE PLAN (Unaudited)
~oono,: i~ rno~sa~asl

AttUarial. UAAL asa
Actuarial Actuarial

AcBUed" Unfunded Funded..
Annual

'Percentage of
Valuation VaWa of

Lia6flity AAL (UAAI) Ratio
Covered

hovered
Date Assets payroll

jAAL) Payroll

067,31/?Qb~''"`_•.. $ 96.601 '~?~:_~(~j~~}$;is=.". $ 520 148 N;4f~'~, ;_ $ 271 833 ,~" 'r.' !"~# j?A""

-~l~13A0♦9 -+ 85.564 710884 308697 f_~~J$,~.,~ nX~.~~U% F~ ..J,

Ob130A~Yy 108.011 018360 u;+~.~~,o-' 275869 ~,S-? ~~

'OA/34/20V7""?`~ 135,454 r,(~A J~$~zj9' "; 1,009905 ,. ~E :l2% --=~:: 278936 .,

As of)vne 30, 20] 1, the System's most recent valoauon, the
Sysicmk UML increased &nm $Alfl 9 million to $1009.9
million. I6e Sysienfs GAALlnereased by app~oxfine~ely
81915 million due w [he dcaense in the blended GASR
dlscoum gate from F ]I'Y m fi_lOYo and che~ges In acmerial
assumptions as ruommevd by the IioerdS ecmary In the Jone
3Q 2010 experience study, The Sys~em~ disman[ rate is
based on a blended iaie iha~ ranges between the exputed

~uurn on the Ciry's uv~est~lc~ed as~e~s (4.0%) end the
expened remm o~i she Sysicm's invested assess Q50%)
~esWtl~g in a blended discoum are of 6.10'5. The June 30,
20ll valuation included a red~cumi sn the expected rewm
on she Ciiy usse~s from 4S% ~0 4.0%end In the System's
expected ~emm from 7.95% io ] 50%. Aaaarfal assumption
~angu m ~heJune 30, 2011 valunuon also ind~ded changes
in the wage IIdlauou, salary merit lne~eazes, (am51y
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R2C.~U11'@C~ SUp~J~@Ill2fC)/ ~Il{OYi718t.1011 (Unaudited) (coniinucd)

mnpostioq [enninaiiun ntc. dist~bili~y rn~e, ~e~irement rate.
heal~hy and dfsableA monali~p, and mfund talcs xs,mmp~torts.
In addloon, the ]uric 30.2011 Ovl'6 valuailon Included
retirees paying the di[ference bciween the actual premium [or
the elected plan and the $25 co-pny plans oRered far [he fim
ume by the Ciiy

The)une 3Q 2011 valuation contains the Hord xdopied
30201ayered amoiUra~ion methodology which indudu the
amonizn[ion of the un[onded liebiliiy az olJune 3Q 2009
over e 30 yams fmm they date, and the amo~uzaiion oC
subsequem gains and losms or e~s~mprton changes amortlzed
wer?A years (mm the valuauo~ In whmh they are firs
rewgnized. The egefvolen~ single einortizauon period fog the
June 3q 2011 velaauon Is 25.1 yeaa_

the System's CML In~reesed from 8710 9 million as u(Junc
30, 2009 m $818.3 million es o[June 30, 2070. Changes m
the UAAL were primarily the result of interest on [he UAAL
and changes Sri the auiia~ial assumptions indvding the
following tnaeuses in claims cos[s, the extension o[ the select
period for healthcare vends from 9 years m 15 years, and die
increase in the payroll wage inflation assump~ion from 3.87%
w 3.90%. The Systems OPEe discoum re~e was based on the
ble~ided vase between the expectW return on G[ry assets
(4.5%) and the expected ren m on Systems asses Q.95%)
resWtl~g in a blended diuo~m rate o[6 71% {n the June 3Q
2010 valuatlov. Ihu lengthening n(the heelthca~e trend
assumption select period was recommended by the Boa~dS

actuap° due m the Sys~emY eurrem mtiree experience and the
acwaq,'s expeuation for the fuwre

In the Systems June 30, 2009 neluenon, the L'AAL Inaeasrd
L'om ff520.I million as o(June 3Q 200'! m $]10.9 mill~.on as
of June 30, 2004 Changes ~o the LIAAI. mere primarily the
resWi oCunfavoreble mvexmen remms during [he prior nvo
years anA changes in the actuarial esmmptions including
healthcare Arend assumption d~anges, changes in cmnomlc
n«ump~lons xnd demographic chengu in pre-mor~aliq• rind
post-monall~y demographic asmmption=_

The June 3Q 2009 val~enon included actuarial assumption
changes approved by the 6oerd including phasing In the
Impact of changes in economic assumptions on comnbmion
eaics o[ the following over a Irve-year pe~sod- a reducrton in
die fnvesunem remm essmnpuon from 8.J5%, net o!
expenses, ~0 7.75%, net of expenses; a ceduuion In the
vndeclying in[le~io~ esmmpfion Gom 4.OYo m 3.6]%; a
reductlon in the peymll growth assumpiio~ [mm 4AOb ~o
3&3%, and a reduction in die uluma[e salary increase
assampuon from 425"k ~o h_08%.'Ihe June 3Q 2009
valuatlon also included the transitlon (ram a 30 year dosed
amor~iza[ion yeriod m a 30201a~rered amoniza~ions
mettmdology There was no impact o! this diange on the June
3Q 2009 valuation u the amor~iza~imi (er the first year o(a
30 year closed amoniza~ion period was the same as a 30 year
open period.

SCHEDULE OF EMPLOYER CONTRIBUTION$ - POSTEMPLOYMENT HEALTHCARE PLAN (Unaudited)
(dollars In Thousands)

Fiscal Year Ended 
Fmnual Regwred

.. =Contri6utionc* s Percentage Contributed

..36.526
~ . -.

/`~~~~~.= ss 
~~E~a, 

$ ~' r3`I ~S~Jl~tCr~ :Y~ 30%

'~` 33.381 ^'°~; .ate 
~_ 

„ ~'

49%~. t.~'.`

~'~" ~ 38.599 "~ s:, ,r~aC ~D ~ ~° 44%...:' _rm ! elk., .3:~/~l 4n%

C5}3~) ~~ ~ ~ ',''{- 47.593 ~„5~,`u~'" '" Af~: 36~

~P3~ 3==",. ?„.~s krs±s.~ 67.583 ~ =x+z?~ ~.8~$'"' r ~ 39%

*The annual required employer mntnbutions (AftQ provideAabove ale based on Nie Board aAopted ARC m[es adjusted (m the
timing of nctuol mn[nbutloru and include the acwariolly determined impli6t subsidy amounts o($I,SSI million (oi 2008; $I 648
miPon for 2009; $3,987 million for 2010; 83.925 million (or 2011; and $4,383 m1GOn (m 2012. The actual ronvlbutlans mdude yeai-
end wntiibutions mcei~able and prior gem mntdbu6en adjustments. The June 30, 7011 ARG has also been corrected fmm $48,529
m $47,593.
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Wither Supplementary Information -~- __
COMBINING SCHEDULE OF DEFINED BENEf1T PENSION PLAN NET ASSETS
Foi the Fisml Years Ended June 30. 2012 (Dollars in Thousands)

Retirement
'Cosriof-

fund
Living, ~: T6taf

Assecs

Receivables:

~. •; Employm mntribubanz $ 1600 $59 $ ~ *';,I,&59~

Employer contributions 369 ~~~i~6`J

`~ Brokers and oMers '. j,2{6 395 J~~d~_
Accrued Investment Income - 730

4
772 yfjjr~ ~¢

Total receivables ~,' 51,20 a ^- 1,595 k~ (t~'~j5 ry

Investments, at fair value: ~ "i" ' ~~'~- ice:^;

Securities and other: ~`~~ '~- ~ ' ~ ~, .~' ̂ "~~, ,.m;

Domesfic 9xed lnccme ~° =?~1~1~ `'~ 40.954 ~

~Intema6onal fixed Income ~! 1 t'~~' '°' 538 yF ~' ~~'.-

Coilective shorF~erm Investments .. si6 "

Ceryorate mnvertble bon& "~„ 12,647 ~`^'}X,"`'' ~.•~.y+,`}r1~£`~J

Pooled fried Income d',~.t-2AUB,~sti~ ~ 8,799 'y =°tk! 4

Global equhy 3+~3s8863~~ a 87.191 f~~a'.~"~q ,.,,:;~

Pooled global e9~M1y s~.i ~i'~~~.~' ( 20,666 (^~s i ~S~{"'.

R'~vate equity ~,~b4,$~mi'i y 23,569 ~~

Forvard lntemational mmenq mntraas ~a ̀~ ~ 3p66" ̀'~ 112 3=̂ °^~':-_ x ~'~-"~~s.,: ~FZ _ ~.

Opportunistic lnvertments ~k ~$6~➢~2~ 20.705 ~; y ._

Real assets .~s,,,. ~. ~YS,o-~~` ~~ 41.326 r G',';

keai mate s 7~.i7i
<M

~.x`~{63~ik ~`"F„

Total investments ~:,~)$~7, 441,227 ~~~ ~, 7~'+';'g~,~~'

TOTAL ASSETS `" z'~,¢73 442,822 } ~~ ~
E_ ' ~N~

Liabilities'

Payable to brokers 3063 if 1,026
-=3' ' J

tR i~9~v ;r ~r

Other liabi Gties ~ 9DI5 349 ~~~.,'{~'+~

TOTAL LIABILITIES—",`'$, D7$, ~ 1,375 ~ `~"

`Net Assets Held Irc Tmst For.

Pension bene(ILc ~! 44144 ~ ~'~ ;~jb9QdT,,,., ~~,~~~

TOTAL NET ASSETS _;(.zb'~SU2 = 8 441,447 n ~:~.~4'249 Ede..

se compane,,.~~~a~~~~i F~~.,~as reepon zm~zoiz s~~io:eFede~a~ea cq emnmyPas am~.emem srn=m



Other Supplementary I~rmatiAnc~o~~~,,,,,ed~

COMBINING SCHEDULE OF CHANGES IN DEFINED BENEFIT PENSION PLAN NET ASSETS
For the Fiscal Yeas Ended/une 30. 2012 (Dollars in ihoumnds)

Retilemerrt 
,,,;Cbs`f+Yaf Wvin9:'. TotQ1 'Fund ; ~. ~,

Additions

Con[nbutions

Employee - $ "7994 B 2.561 "$ '9a 555

Employer - ~9s6„ ,x 17,586 ~~082,

Total contributions ~~~749Q~ "= 20,147 `~~j~,63`7;

Investment income:

Net depredation In fair value oflmes[ments gJ~~i'ai.~~ (24,842) ,{$;~S~SS`~ e^~~y4 ~w

Interest Income ~'~""` f9y ~"~ 6,827 ?,; .~.✓~'~ ~,:

Dividend lnmme ,,~ ̀ $9~ ~"" 2,367 :`n8350x~,""'

NeVeNal lnmme t~~,a% g '~=~-~ BI tai'- ~ ~e: ~

Less inve4ment ex cnsep
S ,~
,.SY~ ui~': (1,806) ~ ~z`"" 

(.i~~~
_~k

Net investment loss before securities ~ ~' ~s'~ :z~ ~. p ~;
d' g' ~ (77323) ~ ;~,~;~5 ,~2J

Semrities lending lhwme

Earnings :+~ 22 ~ g~g

Fees i~~ (II)~'g

Net securities lending income ~ ~r ~t~ i ~7 "~'`, 32 ~~ ;~~ ~'1~ Y i!

Net investment loss ~ i°~~' (~7 p9~) r ~~~''~~"

TOTAL ADDITIONS ~+ ,Fs258~&`~`~y 2856 ~~,5 ~'28'~,~3f°"

Deduccions

Refirement beneSGS ~, ~3~ p7.:,~ 25.994 '.'!~'?~{~OJ~„

Death beneftz ~~w jS(i. k`, 3q~~ ~ i _ J" ~.

Re(und of contributions ~~3~ ~~ 27y , ;~.

Administrative expenres and other "r ~ p 850 ~~, ~.~.

TOTAL DEDUCTION$ ~c; ~'T~~~A +=~,.^ 30,542 ~vr; t1'+10 tS3 „qaa~

Ner AsseaHeld In Yrust For
Pension 8enefiis

BEGINNING OF YEAR Y`i. ~~;6$5~ 469,133 a 9~.76~'(~' 7

END OF YEAR -.„'~D~, ~$ 441,447 ¢.$s ~+a~~' 7l9 ~,:,,~ty
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C~#~ier Supplementary Information c~o~~~~,,,,~~, ~,.
COMBINING SCHEDULE OF OTHER POSTEMPLOYMENT PLAN NET ASSETS
For the Fsml Years Ended June 3Q l0R (Dollars in ThausanAs)

Assets:

Receivables:

Employea mntribuGons $ 3bAi $ :$ 304:

Employer mntrbotions "?h a - 31R 31~t

brokers and others .~`~'~r s ~ -`N7! ~+-i37,

Accrued investment income P r~Zl.x $7Xg~

Total receivables ~` ~ ti ~`,! n
378 `"" ~` ~ 60'

~.

Investments, at fair value:

Securities and other: a ̀"- ' e~y'Y"; '`"6'~.~~ v.

Domestic fxed income ~ej4,75R~~ 1997,~~n .~~y~

IntemaL'onal fixed income
~— a
3 ~~{;~~ ~4~ ~~26 ~ ~„a ~y,Ae jb~

Colle~ove shor4term InvesVnents ~~ "̀< J J~.~, 3 000 I }~ ,{'~`rs ~7~ 1~y ~, f

~,✓~°Corporate comestible bonds ~ ~h""~ ~-~~; 617 ~~'~ ~^

Pooled fixed income ~.,~~'~ ~34~0'~`• 929 E ~~✓~3 .;

Global equity ~~~ j:~'~ x~i(3~ 4250 ~~~?~"Z

Pooled global equity '~i,~~ ~ 3yi'7~.3;,,. 5882 xC~M:n -~~ +: ~i~.r ~e ~»~.

Private equiTy ,y¢ 1 149 y ~~ ~) ~:~~'p.~r` yy ~'Y$ f
forward Intemat anal currency conlrac4 Of r~,

i 
+',~~"~ ~'~~ „~~~

O ortun stc ovestmentsPP ~s~-~~`+t"~fa"cx' ~j f1009 ta.d4_._,.: +'~ti~~<<
Real assets ,.'-~.~^r~ t~ .~,~ 2014 >-°— 3~7$sp

Real estate s ~ 8~ 1129 ~„ ~n^zib:~'

Total investmenSS '.~. fi 27 507 ~~~.~~~d'1'~y~S~I._&~^'

TOTAL ASSETS ~~~ ~3 21 825 ~' ~~'~'fY'~$

Liabilities:

Payable iobrokers ~i~ ~~ a~~i+~' :,,fl I ..~` ~~Q~Tj,~r

OiheNiabllilies ~"~> ~~'~ ~9~

y~,~,,

3 ,...w. ~~ ,2$$U

TOTAL LIABILITIES ~~r q i ~ P '~'~;

Nec Asseu Held In Truse For:

Postemployment healthczre benefits ~~~~rL, Q 73 21 821 '"f'~` ~~~9,t.

TOTAL NET ASSETS ~k+'i, ~~?' S 21827 ~ ~ 1137798

tee acmmponv~np notes ro bas2 (nancial s~aremenK lCanrinueAl
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Other Supplemental Information c~o,ur~~uP~~ -
COMBINING SCHEDULE OF OTHER POSTEMPLOYMENT PLAN NET ASSETS (continued)
For [he fisml Years Ended June 30, 2017 (Dollars in Thousands)

Contribuiionr.

fmpoyee `$' 14;9951' S $ 14995(

Employer ~'~ ~ 044 11190 8,834.

Total contributions ~,:Iq~0~~7- 2t,)9~ 4q,8$5~~:

m~e:eme~fincome.

Net depre~aion'n fa'value of nvesm~e ns k -~7~~)~~' (36~ ~7~8~a~?,

Interest-nmme ht'.. (I) ~ ~.i[t

o'~ae~d'~ n3s X3L8'i,~ka K`~.a ~~~.i f~

Net rental n f~,~3+~ f ~'~~;38. _.~..~:y y~

Lcsz nvertment eeperee ~ ~ (1IJ ~. ~.,ct ~y,~,~y

Nat~imestment ncame (loss)befare secure i d g ~ ~ 
y~62d~~~+ SZ ~~ ~ 

4u~?,;.
§uJl 1 -~+ 3,~

Secvntie5lending in omc

[arnings ~.M;~; 7~".z~ ~~S ~~~

aebetes r" r ~'. F~

Fees ~

Net secur tles lend ng income '_~`,.,~~ ~ ~ ?' +I~f;?~„~~j~{ ,a

Net investmantmwme(loss) ~.-,;" 52 ~~4,~1~ _ ~

.TOTAL ADDITION$ 7fi''mac ~ 21842 ~ ̀l5~6'~9~ ,~ ~

Deductions' --

~Hedtlsare p ~„~ ~ 3t ~~~~_~~,I 3~~07},.

Palm nshat xpenses and other ~~ ~ . ~~"

TOTAL DEDUCTIONS ,3~ 21 ~,5~~, ~~t,~~,5~

NET INCREASE/(DECREASE) ~-~ ,~'~%~,_ 21 ffit ?~'.~ 2~ay~Lif :

Net Assefs Held In Trust Fror'
PensionBenefits andPosremployment Healthcare 8eneftr.

BEGINNING OF YEAR

END OF YEAR
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Otl~Suppleroe~ntary Information «o,.~~,,,,ed~

SCHEDULES OF ADMINISTRATIVE EXPENSE$ AND OTHER
Foy the Fisml Yems Ended June 30, 2012 and 2011

Original 
q~tual

Budget

Personal sekvmes _~< $ 2,998,250 $ 1,931,311

~;; Non parsoRaVeq~~frVenY ~~ ::^ 1.09,594 693.031

PJ`oWeSs~if21;5ermEe3 m p '~~a, c 974,732 949.233

` ~fil~~S &b7HER _ ~~„~~ S a,s~o,s~e S s,s~a,s~s

SCHEDULES OF PAYMENTS TO CONSULTANTS
For the Fisml Years EndedJune 30. 2012 and 2011

F{rm Nature of Service

L. ~ Acnarial consWtant
r~ ~~ma ~

f s~~`~~~ Governance consulEant

~„ ~' '~ (~~pJf3~ggp5~ pA $ y~`~ r Educational services

',coa ~.'AcWarial consultantu~.aa~...~.~I.~ L P~. X~7l~~li ~~----

~1]~'~ ~ `'Y' %r ~{~ ~„e Legai taxi counsel
ti y

`~ "'(L~~fj9,~pd (.~' y,~':;( d1q Pension system wnsWtant

~Cg~-„- '~~~1~zi ~~j3~Legal counsel

~~~$ yF ~ ~~ Fhb:^ yam: Web development and rnanrenance

~k ~ Program ng changesand buSness
,, m . y, onfnua ue sery ces

`}~i
3 ~. y 7Sa~v; External audirors

r .~i. ~i. - ~-. (~Sf~*.~$:q; Medi<a~ I<onsultant

@ ~ 1 r(p ~ ~ Reports on deceased be eflt recipients

i ~3~i' 1~;~” ~ ~'~`" Fiduciary and general m nsel~u-~rr
Y1{ ̀ ~,`.~' ~~ $~~Temporary rtaR

'~}2~t~u~;y~~ ~~£ ~ ✓a~ Legal counsel

`yI~,eyy~57'~~ y Temporary staff

3 '~+ ''~~ Tem orar staff

Variance
Positive

(Negative)

$ 566,939

404,563

25 499

$ 997,001

Actual

?014 2011

Fj

22.529

70.929

49.820

11,711

8.979

67445

42,245

1,721

6,690

78.910
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Other Supplementary Infor_r~tion «a.~~~.~u~d~

SCHEDULES Of INVESTMENT EXPENSES
Forthe Fuml Yeors EndedJune 3U. 70R and 1011

Investment Managers fees

Global Egdry-

Private egwty"

Total equity

Global fxed Income

Total fixed income

Real zstate

Real assets

TOTAL INVESTMENT MANAGERS'FEES

Other Investment Fees

Investment mmuliant

Custodian bank"*

Prosy voting

Real estate legal fees

Real estate appraisals'*

Investment legal fees

Total other investment service fees

(3~- ,2 =, $ 1,676,343

7b#

~$,`d~ 1,676,30.3 r

Y79 ~ 605,635

~"~>= 605,635

i~ '{`~~,.~ 519.641~~

86i_::
`""'='OSTM~-~'~~- M., 437.071

~7$ 3238,690

~~ 4.ct`~ 310,000

13.496

7,776

4,600

60,773

404,645

° In (rsml year 2011 pdmte equity and real ac et mmme was reported nec of (ees.

*~ In (rsml year Z01Z the System tmnsitioned cusmdlan banks and began bmrring fees. Also, in (~sml yem 2012 [he System cold its
only sepamrely held real esmte pmperry and no longer inquired real esmte arypmisul (ees_
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Report ~#nvestment Activity

M M l K 6 T A 1 1 V Y 5 l M f N f G N O 11 P

BOSTON MIAMI SA6 DIEGO

September 6, 2012

Ms. Donna Dusse

Aping Direcmr

San lose Federnled Ciry Employees' Retirement Syswm

1]37 North Fine Svee~, Suite 560

San Jore, CA 95112-0505

Dear M5. ~U55¢:

Fiscal year 2012 began with heightened market volatility and risk aversion plaguing the markets, due in

part ro a renewed focus on Ii~e faltering global economy anA sovereign Aeb~ issues in the Enrozone. Despite

efforts by policymekers, including the ennouncemem of the U.S. Federal Reserve's "Operztion Twis[" and

an expansion of the Eumpeao Pioaocial SlaAilily Facility ("F.FSF"), the third quarcar of eeleo~ar 2011 was

the worst quatter for equities since 2008. ln[ernational equities vaned domestic equities, and reNrns for

U.S. investors were funher hampered by a using dollar Emergin6 marketx were the worst peRorming asset

clus, Aue in pen [o in0atinnary concerns in Asia and fears over.alowing global demend for expoms from the

region. Treasury Inflation-Pm~ecteA Securities ("77PS") and investmen[ grade bonAs were cop pcdormers as

investore wntioued m reduce risk in Tight of global economic ancerlainties.

During the 4iurth yuanerof calendar 2011, invesrors remrnecl to risk assets due partly m improved economic

date end hopes of a recnlutiw to the savereiyn debt issues in the Eurozone. Real GDP growth in the U.S.

was 28~ during the quarter, 1.0~ above the level of the prior quaneq Elie U.S. unemploymem rate declined

somewhaq and in lace Oecembev 2UI I, the Humpeun Central Bank ("F.CB") ai red that it world make

over $600 million in liquidity available to banks aanvx Curope. The Aomestic equity market, as pmsied by

the Russe113000Index, rose 12.1 %during [he quarteq though remms for in[ernationai and emerging markets

were mope subdued.7'he MSCI EAPE lodes, a proxy for the developed iotemaGOnal equity market, rcmmed

33%O, while the MSCI Emerging Markots Index remrnod 4 4 % .

lmesmr optimism persisted during the first few momhs of culenAar 2012, as global equity markets soared

antl U.S. snicks expe~iwceA [Leis best quarwr since 1998. Howcveq a number of near-term issues remained

unresolved, incIDdiny sovereign elebt issues in tiumpe, Ole potential ti>r a "hard landing" in China, and a

slnlled recovery in the US. ewmm~y. Afmr postingthe weaken mlurns formujor asset classes during calendar

year 20i 1, emerging marked equities were the cop pertormers, with a return of I41~ fm Hie 6~~ yuaneroC

2012. The US.eyuily market, ns proxied by the Russe11300(I Index, rewmed 12.990, and developed market

foreign equities recouped [he majority of their 2011 losses, wi~M1 the MSCI EAiE Index gaining 10.9%.

Credit spreads mmp~essed for the second consecutive quaver as investors continued ro preto~ riskier assets.

nawnon o rre i cnaisrnu c rzooxvc su
ran vs vso ra. velars ~a.s ......m~x~~as. un-=om
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Report of Investment Activity «:~.,~z~,,~

UnPorwna~ely, after posting swig rcwms in the poor two yuarteia, Global equity mnrke~s retreated again

in the final quarror of fiscal year 2012. Renewed coneems over the European Jebt crisis. panieulady tl~e

solvenry of Spain, as well as the paential oY Greece exiting Hie Eurwane, contvihured ~o lmesrors' renewrd

risk aversion. Additionally, increased political unceilainty in Greece and France, disappointing U.S. labor

reports, and slowing groweh in China onA inAin further con[ributed m market volatility.

In the Eurozone. GDP was' negative, aHer declining 0.19 in the first quaver of calendar 2012. The ongoing

weakness In Europe's unumy vas nuributable in pert to decreesed spending resulting from euscriry

proorems, coupled wiUi declining demand far European exports from China and othc~ cme~ging markets. In

May of 2012, nnemploymem reaclxid a iecmd high of I LI % in the EnmzoneJn atldition, China's ewnomic

growth during the first quaver fe0 ro its slowest rage in ~h~ee years, anti Chiva rcduce~ its bank resuve

reyuiremeN for the thirJ time in xix months due Iv a decline in inflation anA weaker economic data The

ecntml bnvks of emerging mxrkct countries including Drazil also cut interest ra~ea in an attempt ~o stimulate

slowing economies. During the quarzeq the MSCI SAFE Index kll 4.1%, the MSQ EmerginS Markets

I~dez [ell -89%,and U.S. equities Cell -3.1 ~.

GloM1ally, developed markets outperformed emerging markets during [he full fiscal year, as the MSCI EAFE

and[hc MSCIEmerging Markets indices fell -138 and -16.0%, respectivety.Intemational small cap smock

rewms, as proxied by the MSC7 SAFE Small Cap Index, fell -I SJ R~ for the fiscal year. U.S. W airy remms

were positive for the ycaq with a ~emrn of 3 8%for [hc Russell 3000 Index. Global equity markets as a

whole, as proxieA by the MSCI Ail Country World Index ("ACW P') fell -47%for the year.

During the first end last yuaiYer of the fiscal yang U.S. 7mnsuriea and othu high quality fixed inu~me

sew~i[iu benefited from a "flight to q~iality;'stemming from [he European deb[ crisis and mncevus over the

strength of the global economic recovery. The Barclays A6ere6a~e index returned 9.5%for the year, while the

Bamlxys 0.S.'CIYS ]odex was up ao impressive 11 J'~.'fhe 10-yeao TCeasury yield fell m 1.6%at the end o[

lane, dawn [mm 32% a~ the beginning of the f seal year.

In Hie al[ema[ive asses space, commodities, as proxied by the Dow tones-UBS Commodity Index, fel I -14.49

funhe year. The Hedge FunA Research Institute Fund o(Funds Composite fell -4.5% for the fiscal year, while

fiscal year returns for privutu market ascots were modestly positive. The National Council of Real EstaM

fiduciaries Property InAex mWmul 12 A% and [be VanN~e Economics Pciva[e Pquity Composite rc~urned

9.6%. Remms for both private market indexes aye lagged by one quarcer due m the avaiiuhiliry n(data.

Fisca12013 Outlook

Mekeea Imcstmcnt Group believes ghat three issues remain of primary macaw over she next yeas the

xolvency oP sovereign govemmen~ stud M1anks in Em'ope, slowing growth in China, end a slow Growing

US. economy that is susccptiblc to recexsion_ We expect Hia~ global GDP growth will be positive, but will

mnti~ne m be slow for the remainder of calendar yeno 2012. This slow growth will be due m Inwer demand

(nr exports, continued austerity measures and high unemployment in developed economies. Slowing growth

globally should keep inflation at moAerate levels, anA deflation continues ~o br a risk in the developed world.

We anticipate that additional munetary stimulus will be implemrnted in £umpe and the emerging markets,

anJ possibly in the U.S. The U.S. Pederal Rererve may implemwt a third round of quantiutive easing
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Report of Ir~estment Activity «.~~„~„~u~~> ~~:: -

("QG7") ~o induce demand For crcdi~, Hough Hic npcoining generel election enay diminisl~ the fikeGhuud of such a

move. Tat increases and spending eu~s scheduled ~o take pinre in e(vly 2013 creme a "fiscal dill" that maid weigh

sobs~antinlly on the U.S. economy and po~entinlly Iwd ro emtlier recession Jt is Ilkely that short-term resolullon

will be reached, though i~ may mt happen umil aFler ~e geneal elufion.

The volnGGiy in the markets, while cooceminp, is m~ unexpected, and we believe tlin~ the Retirement System's

pnrtfNio fs dlvevwified in a wny Uiat provider a good chance for achieving longterm remms m meet the Re~ircment

Syamm's obligations and nbjec~ives. In genervl, we bolicvc actions should be (accred on the long-term end should

be covsismnt with the Retirement Systems investment policies.

Plan Imestmenl Results and Asset Allocation Tor Pension 7}usl

For fiscal year 2012, the San Josc FeAented City Cmployees' Retirement Syxtem remmul -3.0% gross of Cars

anA A2°h net of fees', while [he Caslom Benchmark return for the same time period was -32%. The Retimment

System underpertormed the median fond in the Inves~Mevics nnivene of public Pontls greater than $1 billion,

which mW mad Ll% gross of fees for the fisoel year.

The Retirement Sys[em's allocations m internatim~al equity and almrnatives, parcicularly commodities, were higher

~M1an the median allxetioos for tAesc asset dassew among fnnAs in Hie InvestMchics oviverse during the fiscal

year (and [ha fixed income allocation rorrespondingly Iuwcr), causing Hie re7a~ive nnderpertormaoce. While the

Retiremem System's longterm remni expectations are a~ a level that world support the Fund's long-term assumed

rate of remm, the ~ewm in any single fixcal year may vary slgnifican0y from this long-term overage Rowcvcq in

the 12-month periods ending June 30, 20ll and June 30, 207q Hie Retirement System rrmrned 19.0%and 14A°k,

rcspectivcly. The long-arm rewrn expectation takes into accoum both the years when rehvns are higher than

expected and those when they are lower.

During the fourth quarter of calander2011, the Aoard of Trnstces ndopted a new asset allocation in response to the

results of an asset-liability smAy, and in order ~o position [he Resi~emem System ~o be¢er wencher future market

downNms. The ReAi~emen~ System is amulti-generational entity that needs to make benefit paymems Pot many

years in the future. Therefore, it is important fur [he Teuuees to fows on imestmen[ performance over along-term

horizon, allowing assets ro grow to mead future bea~efil obligations. The ketiremen[ System moved [owa~d the

new asset alloeatiov begiuviug when i~ was adopted using an overlay, and is currently wmple0ng the process of

[city rompleting the move using phyvical securities liven Ole Rctiremant System's use of pessivo inves~mcnL
m implement the mnjorny o! its asset s71oca6on, the invcs[mem mnnngement expenses paid by the Re~iremem

System aye ranch lower than the expenses paid by peer ins~i[a~ions.

Plnn Investment Results and Asset Allocalinn for Health Care Trust

hi luiy 2011, a uparatc Hcal[h Care Tivst was csrnblis6ed with an initial 521.5 million contribmion from the City

of San Jose. Prior ro the esmblishmen~ of [his Tms~, posremployment health care atse~s were invested alongsiJe the

Peosiov TmsL Por fiscal year 2012, rite San lose FeJerated Retiree Hcal~h Carc Trust Fund rewmed 0.6%o nU of

fees. The City OrAinance rcq~~ired Ilse Health Cnre Tnist initially be invested in liquid aster classes according m the

Pension Trust Statement o! Investment Policy until a sepa~um investment policy was Jevcloped, which Is expected

to he completed during flscnl year 2013.

Mekcla Imeslmcnl Gmnp uws ~hc Clobel Imeslmunl PeAnrtnnnec J}anJnNS (41P5) tlevelopeA by ~Ae CFA Inniwie
as a EuiJu m calcalatin80cr6~mnnv<.
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Summary

The Retirement Sys[em Staff and hoard of Trnstces accomplisheA a great Aeal from an invesonent smndpoim

durie~ fiscal yeer2012 through the implemenizllon o(~~e new nsser albcatiun, which aims to barter p~ui~ion the

Re[ircment Sysmin for po~cn[ial tbmrc market enviinnmems. During fiscal year 2013, Mekeia investniem Group ~"

looks fonvar~ b narking with StatT end the Board of Tmstees ~o Porthcr implemeN ~hc mrgel nssce nllocat7on

and enhance Mc imcslment manxgcr roster, so ~hu~ she Raircment System can cominne to meet In obllanAuns

m pncticipon~s.
i

Sincerely,

<,r, i U

Laura Wirick, CFA,CAIA S[ephen P. McCourt, CFA Brad Regieq CFA,CAIA

Vice Yresident Managing Principal Vice President

LBW/cds

,,

i
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Statement ofrl~vestment Policy

The following policy applies to both
Pension and Healthcare husis

General Environment

It Is the polity' o(ihe Sen Jose Federated Cfry Fmplayces
Renremunt <_ysem (SJPCERS) m ef(en economy anA
e(ficieney in the public service by providing a means
wheveby career employres or employees wha hnve become
in zpacitaied may leave public service wi~hoot hnrdship
~r yrejuAlcv, and m iha end pmvlde a re~iremem system
mnsisiing o[ renremen~ allowances and death benefits.

]neesments in such ~etimmem rynem are sub]en w she
rest~lcuons specified .n the San)ose Retire~nen~ Code
settio~s 3.24350, 3.24360, 32tl 350 and 328 355.
Funhe~ invesmem managemen~ guidelines ere Imposed by
the San Jose Fede~a[ed Gity Employees' Retiremene Board
("Board")_ The board ~etams to o[5del ovealght o[ the
System bay has designated the Investment Committee m act
as a mncluii for investment issues w be presented
m the Itoa~d.

Purpose

the purpose o[ chfs Investment Poilty Statemem (1P5) is m
ac is~ the San Jose Federated Giry Employees' Retirement
System's Board ("Board") and Sts delege~e in e((ectivcly
supervising, mommrmg end welueting the Lrvestmeni o[ the
System's assets. the System's investment progeam is defined
in the various sec[ions of the IFS by:

• Staling to e wrtaen docume~n the Board's
attlwdes, expetta[ions, objettives end goldellnes for
she investme~c of ell the 5ys~ein's ecsea-

• Seuivg [onh en invesment structure for rt~anaging
the Systems asses. This structure includes various
asset classes, imutment ma~egement styles, asset
elloca~ion and acceptable ranges dia~, in mtel, am
exputed m pmJuce e su[6ciem Iwel of overall
d5ve~slfication and meal inves~mem ceiu~~ over she
long-term.

• Providing guidelines for [he Snvestment rystem that
mrnrol the level of overell risk and liquidity usomed
in that rystem, so that all the Sys~em's assets are
managed in aao~da~ce with stayed objettives_

• Gnmuraging effective communications between the
Boeee~ihe invesunent mnsulia~l (Co~sWtant)and
the money manegexs.

• Esmblishing (o~malized c~lrevia m momw~, evaluate
and compare the pEdormavice results achieved by the
money managers on w goanerly basis, uc az deemed
eppmprfate.

• Complying with applicable flduciary,pmdence
and dne diligen e requirements drat experienced

~~

incestmem pmfessonaLs would uGGze, and wnh
appFceble laws, wiles anA ~eguletions from venous

locd, sia~e, federal and iniernaiional political emi~ies

Thai mey impact she Sysein's assets.

"Chis IFS has been fo~mula~ed, hazed upon consderution by

the Bo'vrd o[ the financial implications of a wide range of

policies. and desa'Ibes ihepmdent invcsiment process that

the board dcemseppropriate.

The ohjec~ices n[ the S~otem have bun es~eblished in
mnfunttion ~~~i~h a cmnprehensive ~evicw o(i6e current and

pmJected Ilnandal requirements. The Board shalC

(1) ARempuc ensure that the Re~iccment $ysten {s
sufficiently fimded m ensure that all p~eseni and [um~e

du'bmsemem obligTtionsvill be men.

(2) Auempcmensure ghat the investmem earnings be

sa(ficte~~dy high to peovlde a funding source, along with

~ootdbuuons [mm Gay employees and the City, in order

~o of(sei lubiliues In pe~pemfry.

(3) Strive for the highest mwl return nn investment funds

mnssten~ wide safe~y In ecrordance wllh accepted
~mesiment precnces and meivtai~ an

appropnnte asset alloeatlon policy they is mmpatlble

with the objuuves of she System.

(4) Control the msis of adminlstenng the
System's assets and managi~~g the investments.

Asset Allocation Policy

the following policy has been iden~ified by the ➢owed

u having the greaten expetted investment rewrn and

the resulting positive impact on asset values and funded

status wsthoot exceeding a pendent Ievel o(risk. The Board

determined this poGry ef~er evalueiivg the i~npllcanons of

increazed Snvestment return versus increased va~iabSGty of

re~um (or e number of poremiul investment policies with

varying mmmftments ~o aue~ classes.

li shall be the YoM1q~ of the Sys~em m Invest Sts asses in

xordanre with the mv:imum and mivimum rage, valved

ai market value, [or each asset class as s~a~ed bebw:

Long-term Asset Allocation - Pension Trust

Broad Asset Class Minimum Target :Maximum

~UJitvf ub7i and . -. 38% 45% 52%

5% I Wf 20%

(~7's. F IS% 20% 75%
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Lonq-term Asset Allocation - Healthcare crust

Broad Asset Qass Minimum Target Maximum

Global EgV4iy 53% 59% 65%

frhed Inmrtie 23% 28% 33%

RehI A55e13' ~ 8% 13% IS°.6

Cash 0% 0% 0%

Total 100%

The inru~mcn~ pnli~~ is expected m have a high ilkclfhood
of meeting the objeaiccs outlined m the "Statement of
Objeeiives"section, whsdi preceded this senion.

the Invu[ment Policy, fnduding asses n~locutioq fs Intended
io pmrlAe a means for commlling she Overall ask o[ the
pordolio while enswing that investment earnings will
be sufficfen~ly high m provide e funding source io offset
liabilities in perpewiry The policy should not unduly
conn~ain the dtsaeuonary, tactical decision-making process
of the Invesimen~ managers so Chet she funds eam the
highest coral remms whsle cemalning In accordance wft6
e~cepred fm~es~men~ practices_

She Imesimen~ Policy end the asset alloeatloii are
generated ossng certain madcel assumptions_ Thue
assumptions include the expected remm and standard
deviation for each asset eztegory and the expected
con~elation coe[6de~~s among asset classes. When these
presumptions change, the policy needs to be re-evaluA~ed
and possibly modified m compensate for ~6ose changes.

Time Horizon

The ec e~ allocation eanges eswblished by this fneestme~i
policy represem the long-farm perspective. As mdi,
rapid unan[i<ipated market shills or changes in economic
rondstion may cause the assex mix m (ell o~aide the pollp~
range. These dive~ge~ces shwld be of a short-terns namre-
Ihe Dimcwr of Re~frement Services cal➢ avfew the asset mix
v(~he Plan on a momhly basis and cause the asses inlx m he
rebalanced io wiihsn the policy a ge as necrssary end to
amo~dance with she rcbalencing guidelSnes set forth in this
IPS Addliionally, she ~oecd will review the svmegic user
elloca~ion on at lent an annual bvsis m determine 1(ihe~e Isa
need io make arty changes.

Risk Tolerances and Volatility

The Board oecognizes she difliculiy o(achfevtng the
System's imesment objectives fn light of die uncenuimies
and mmplexiites of mntemporery inveamem markets. The
Board also recognizes that some ask must be awumed m
uchicve tFe Sps~em's long-term imes~meni nbjeciives.

In establishing the nsl<mle~ante of she IPS, the ability

to wlths~and short and Ime~meAla[e team cariaAiliiy
were considered.

Consisent wish the desire [or edequere diversification,
the Imesimen[ Policy fs based on iMe expeueiion thni the
volaNf~y (the standard devia~ion o(mmins) of the mtal
System w111 be similar m that o(the market. Cmuegocndy,
it is exputed that the volatility of the coral Sys~ein will be
reasonably dose m she voletiliry of a mmmhmen~ wtighied
imnposite of market indices.

Re-balancing of Strakegic Allocation

Tlie Sysicm's asset allocation will be reviewed relative
~o the ~a~gets on a ~eml-monthly buffs end anion will
be ial<en m re-balance m wlihin the ~u~ge~ rxngu by
means o[ asset ua~(eis among the caregodes.

When necessary and/or available, cash inflows/outllows will
be deployed in n manner con4stem with she s«a[egic asset
sllaca~son o(ihe Sysem.

General guidelf~es [or re-belenting the portfolio are
as follows:

Q) When the allocatlo~ to a particular asset dos
deviates [mm ins ia~get, the asset doss will be
re-bulnnced io wfthm rice policy range over the
following 60 days. The cash surplus within she Fund
will he usrd ~o rebnlanm the porJolios. If the cuF
surplus is not mfticient, the Wllowing ~ebalancfng
procedures shell he implemented.

2) 1Yens(ers shall firs[ be taken (nom assn classes ahwe
die maximum ange, Theo [mm asset classes above
the target but below the ~naxfmum_ If there fs only

manager fn the asset class, ¢ays(erred assets
shall first consist o(cash in the portfolio- If the cash is
not so[fidene, then [he manager will be requested m
Itquidaie chat portion of the yoedolfq wh[ch will result
in the manege~'s portfolio coming wi~hi~ the specific
target ~e~ge.

(3) 1~znsfGS Shell first be mademassei classes below
the ininfm~ms, then m azset classes below she
large¢, unless the managers in those classes are aLeady
holding excess cash or they leel It would be impmdem
w increase their size_

(4) All trsnsfecs should be made I~~ awo~dence wish the
cash managemem policy_

(5) Rebalondng fog asset classes that have deviated from
their targets, but se still within their respwlve target
ranges, may ~emaln m tlieir allocations if the Direao~
and Co~mlcant determine i~ would not be de¢Imenlal
m the overall pun[olio.
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Liquidity

l he 6oaid has aut6unzed the Dirutor of Rem'emem
Services w review the prejeaed cash (low needs oRhe
S~S~em ai lout annually and Lidlcate m the investment
managers the required Ifqufdf~y- 1(necessary, cash tiow

needs will be cuo`dma~ed through the Systems relnlancing
pm~edures as desenbed in the previous suuo~~. I[ additionnl
fiords vrc required [mm the Systems equity managers, the
Director will wmmonieate the cosh (low regairemw~s giving
adranred wnucn notice so the manages hove sv(lidem
u one m comply.

Diversification

Imestmen¢ shall be d[eex9fied with the intern ro minimize
the nsl< o[ large imestmen[ lossu. Cansequentiy,
the roml portfolio will be co~s~naed and mainiamed
m provide prudent diversification with regard mthe
mncemration o(holdings ni individunl Lssoes, issuea,
or n~dust~ies.

Specifically, no single investment shall exceed the
guidelines established under the Manager and Securities
Guidelines section.

As a genual ml~ System users placed with an lovestment
manager should not represen[ more than 70%of that
manager's assets.

General

Every Imescment manager seletted ro menage the System's
assets must edhe~e ~o the following guidelines.

• The investment manager will at elI times be expected
w exemise due diligence regarding hu/her ecmom
and to perform in a prudes[ manner and within the
specific teems o[ appointment.

• the manager will have full discretion m direct and
manage die mvesmenc vnd ml~rves[mem o[y sets in
accordance wlih this document, applicable [ede~al
and stage statutes and agulabons, and the execmed
conaac[.

• Benchmarks shall be specified (or the invesimem
negee li is expected that the me~agea will adhere

m the style m~cepts and the investment principles
that were in use vt the isme the Bnard eppotmed the
fi.m ro menage o ponloii of she System's assers

~,

If mud<et condhions dsciuie, the manager may exceed

10'Y~ cash holdings with written approral of she
DGecmr of lEen~ement Sereicas. ]he manager wtil be
celuaied against their peers on the performance of
the meal assets undenheir managemem. Any Imam m
deviate from this srtategy should be <ommanicnted ~o
the enaid poor m implememauon.

iumove~ sta~derzk shall be sci whene~~er li is
appmpria~e m the invu~meni me~egers siylq the
asset lass, o~ the remm mrgct. Trading expenses
shall be minimized and managed by the investment
manager vnd all transactions shill be governed by
generAl ̀ best execoifon"guidelines.

"transactions than would jeopardize nc~
[as-cremp~ stains of the System should nor
be undenakcn.

The Board hus she audiorlty w "voce" on all issues
presented m stockholders, boy as a ~naner o(prectice
will desi~~aic en authorized third pacty m vote the
pmxics_ li is expcned thus the designee will vote [o~
the sole puepose of benefi[ing she beneficiaries of the
System and In accordnn<e with the adopted geneal
proxy roping guidelines.

The imcamcm manager Is expected m cgmply with
all laws, regulations, and standards oI
ethical mn~uct.

Global Equity Investments

The p~(mary empt~esis of the global rqulty pordolio should
be on high quality, ~eadJy medceieble securiues.7he
nves~mennnnncyers employed to manage equity secubties
will have discmuon in [he day-m-day managemwt o[funds
under their mnuol, subject w the following gufdeGces

(1) Global equity secu~iiies (with the exception of

p~eCer~ed cocks) shall be traded on a ~auenal exchange
(including NASDAQ) and be subsiantlally drve~sified.

• The number oCissoes helQ their geographic and
economic sector dtversificanon shall be left m the
nivestment managers dlsaeuon provided, however

that the portfolio shell be approprlaiely dicersffied
u conas[~t with the managers stated imesmiem
approach.

(2) Thelallowing iranszttio~s aee pmhlbhed.

•Lis the Board's desire [hay en invesnnent purchase o(smd~s d~e~ ere not pvblidy traded.
manager be [ullp Invested in 61s/he~ own asses doss
However, the manager shall rewln the dlsaenon m Purchase o(~es~~iaed stock

imes~ u portmn of the assets in cosh reserves. The
6oacd prefect that [he ma~agus hold under 6-7% Shod sales and purchases of seconties on margin.

cash. Any manager who holds mar 7°k. in cash nn
avc~egc ove~cwo momhs shell m~i[y s~ali in writing_

72 Comprehensive Annual Financial Repop 10113013 San JOxe federated City Enployees'ftetiremenl5yslem



Statement of Investment Policy cc~„~~~.~u~~~ w---

(3) American Deposlmry Receipts (ADR`s) mid Real Estate

Investment Trusts are permitted equity investments.

(4) l he manager map enter mm curmnry exchange

mnvaca (forward exchange or (omre) proviAed that

such covt~acis have a maximum matuntp of one year.

Fm diermore, any co~rency hedging shall be Ifmlted m

a defensive pa mre only_ The use a(sudi crnnracts is

designed m dampen portfolio volatlliip Bather than le.•e~

pon(olio risk exposum. Then shall be m dime lo~ei~n

currency specWa~ion or airy related investment acuvlty.

Gm„-hedging, wlll he permined- Secu~iiies held in the

pw'i(olio may ~e denominated in any currency at the

discretion n([he investmem manager. The inresUnenr

manager will include In IiWher quanedy report to ehe

Dimemro( Retlremem Services end the Board a report

on the stains of the outstanding hedged posfuons.

Cash Investments

The following investment vehicles ere appiwesl [or die

Investment o[ shoo-teem [mods of the System:

Q) All U-S- Govemmen~ and [ede~al agency Issues.

Q) A71 US. Dollec devomineted [o~eig~ commemlal paper

that is rated either Al or Pl by Moody's or by Standard

6* Pours. I(the issuer had public debt aucs~a~ding said

debt should not be rated below the top three lever miings

(AAA, AA, A) o(either Moody's or Standard Fz Poo2s.

(3) Il the issuerofmmmerctal payee (GP)lsabank,

pu¢ha5e o(its CP is approved only when purchase

of its certificates o[ deport (CD's) Is also approved.

(4) Domestic and (oreiyn Certificates of Deposit (GD's) and

Uanke~ s Amep~z~ces.

(5) Repurd~aseAgreementswithbanksandwithbmker-

deale~s ~eglsteceA under tk~e Securities and Exchange Att

of 1934.

(6) Reverse Repu¢here Agreeme~a-Only upon the specific

approval of the Retirement HoarA.

p) Nsu~ed ua~e deposits_

(8) ilia cosmdfal banks Short'@gym Investment Fund

provided thaisaid Pond saiisfws the mquiremen~s of

1 ihmvgh ] ahwe.

Investment Grade Fixed Income

7'he in~estmeni gr Ae [ixeJ income port lon of the $ysian:<

asses shall generally 6e im~esied in im-e stmeni grade,

marketable, fixed-inmmesernriiies, although up ~o

10%investment In below invesmem glade secuHUes

will be permfaed ~vlth wri« en authorization of the Ooarcl.

The freestment munage~s employed m menage domestic

fixed-income secun~ies will have dSSaeiton in the day-to-dep

managemem of the lands under their mnvoL

The following instmments are ncecptable loc pumhaze

p) Commercial Paper or Variehle Reie nines o[P-1 or

equivalent m~ing- Pools wniai~ing lower quality Issues of

phis secu~iry type (P-2 avd P3 or equi.~alent ratings) may

be used where dfveaification reduces the q~allry~ nsl~

(2) Genifice~es o(Depasii end Benlcers Acceptances.

(3) Unl[ed States Treasury Bonds, Notes, and 131IIs

(4) Repomhase agreements wish U.S. Treazury securities end

agencies of the U5. 6overnmem as mllaieral.

No reverse repurchase agreements will be allowed

~vftho~t specific wnue~ approval by the Board.

(5) Debt i~sstmments o[the US. 6oveinment o~f¢agenbes.

(6) "Yankee” bonds Issued by fecelgn coum~les and

denominamd in dollars so long as They ue rated

Baa/BBB oz better by Moody's or S~anda~d 6+ Pools.

Q) l~ves[ment gvade U.i pay corporate dehi tames

Including those rated eau/66U o~ better by Moody's or

Swndarct Fz PooPS Should a curtain holding fall below

this s[andard, the manages shall Immullareip notify staff

of the downgrade and mn[er with staff as m whether the

suvrl~y will continue ro be held w disposed. Noweveq

investments in non-fnvestmen gouda se<vrnies oBB ar

8 elessillcatlon will be pecmlued up to 10%with wduen

emhorizatfon o[ the Noard.

the Fixed-Income invesmien¢ she0 he eppropnerely

dlve~sGed. Tlie invesunem mnnuger may engage f~ °active

bond manxgemeiu and it is therefore amicipaicd tha< <here

may be mmover as shl[a are made beuveen and wf~hin

saunas, quality end mammy_

No more khan 10%of a single manages as ea shall be

Invested in suu~ities of any single Issuer with the exception

of the U.S. Gwemmem and its agendas_
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High Yield Fixed Income and Bank Loans

l}~e High Yield Donds and Bank Lows portion of she
ylan assesshall be invested predominanily in belo~c
mcesment grnJe sevri~ies and bank loans. The im'es~ mem
managers employed m manage high yield and benl<
loan instmments will have disecedo~ in die day-~o-day
managemen~ n( (ands under their conaoL Ilse High 1'teld and
bank loan ma~e~e¢ shell have dlsece~ion to invea
n a➢ she instruments allowed for i~rvestment by the Aomes~iu
bond mana,e~, plus the invesimena that
meet ~hc followwing aiteriu_

(1) U5. rorpareie bonds, including zero-coupoq step-up,
convertible, ~oggte and pay-in-kind bonds and Nan-
dollarcorporate bonds (whidi should be hedged), Pm~ate
placement ccumies, bank loans, paruclpauons and
assignments.

(2) US- dollar denominated bonds issued by entities
not domlctled to the United Stages (Yankee bands/Bum
bonds).

(3) U.S. 9'reesury futures, cogency lonverd or (umres
wntcacis, end aedit default swaps may be used far
hedging purposes

(4) No more than 3%0[ the portfolio shall be Invested
in obligatlons of a single non-governmemal issue.

(5) The mm~bec of issues held, the sector end the
fnd~stry dlvec+ificanon mnsaal~[s shall be de~alled in
each menage's i~vestmem gaideGnes. the poafolio
shall be appropriately diversified as consis~en~ with the
manager s stated investment approach.

Convertible Bonds

The mnver~fble bonds portion o(the plan assesshall
be invested predominantty to convertible suu~iiics-
ihe Manager may invest in invesunent grade or below
investmen~ grade U.S. and non- U.S. com•ertible securities,
i~~duding mnvectible bonds, mnvertlble pre(e~red sock,
bonds or pre[e~red snick with wvr~ants, and zero-and low-
couponconvertibles aaoss the enure credit goeliiy spectmm.
lu addi~ion, the imestmem ~nunage~ can utilize wnveriiblc
stmcmred notes Issued by third parties, as well as rynihe~ic
convertible securities aeate~ by the imestmeni manager.
The ioves~mem manege~(s) employed m manage
the co~venible tnsimmems w11I hzve discretion in the
day-w-day management o(fimds under they connnl.
The conve~tlble band manage~(s) shall have disaeiion w
l~rvust in ell the f~stmme~ts allowed toe iuvestmem by the
domestle bond manages, plus the inves~mems that meet the
following ¢i~eriz

p) Ai the time o[ pu~rhase a~ leas 95% of the Instmmevts
muse have a mfnlmum rartng of B- or B3, m' itunrated,
n! m comparvbie goaliry iaiing u determined by she
mcesunent manager. Should mom ~hAn 5°~ o[a pon[olio
(all below this sanda~d, the Inves~mem manager shall
~oii Ip the Board of the downgrade immediately and
s~bmii a plan (or rewrning she por[follo m the standard.
Orher ellglbic investments are U S. Ireasurfes, US.
emporaie bonds. (ind~ding zero<oupo~, seep-np, toggle
and pay-in-7<ind bonds), non-U 5. mrpora[e bonds,
prirvic ploceinenu-ecuri~tes, bank loans, par~icfpetions,
and ass[gnme~a_

(2) U i dollar denominated bonds issued by entities
not domiciled in the U~iied States (Yankee bonds/
Bum bonds).

(3) U.S. Trezmry fuwre, currency [o~werd or (omres
comratts, and credit Aefauli swops may be used Cor
heAging purposes.

(4) No more ingn 3%of the portfolio shall be l~vested in
obligations of a single non-govemme~cal issuer.

(5) The ponfolfo shall be eppmpria~ely dlveatfied by the
number u[ issues held, sums indus[ry, and coun¢y
weightings, co~sistem with the managei s stated
invcs~ment approadi_

Real Estate

The board may Blot m fnves~ in commercial, i~duscrtal,
and resdential peal estate or renl estate related debt
msruments provided that

(1) The real estate is defined as any peal properry wltlIIn
the Uni~ed Smtes improved by moltifamlly dwelling
indnsvfal or mmmerctel bitlldings.

(2) Real estate debt i~smments shall be defined as
first mortgages.

(3) The fund shell a~ no time invest directly more then
5% v[ she fund's assets, valued at market, in e~y one
property, pmJect, or deb[ innm~nem regardless of the
manner n(ihe fnsvumeoi_

Private EquiTy

Pn~-nee mvd~ets invemneoa indnde, but are not limltul io,
vennrze capital partnerships, leveraged boyour fonds, p~lvaie
debt, and prmare placements_ While fi is expected that the
me~oniy n(ihue asce[s will be inves~ed within the Untied
Swtes, s ponfon can be nlbcwed m non-U S. imes~mems.
Invesunents may be made in secondary i~ves~men~s on an
opparmnistic bas3.
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1~ Is ex~eaed that these invesimems will iypicelly he
structcred ns Limiad Pnrme~shfps, wf~h the System
ser~~ing as one of the LimSted Panne~s, Am nog as a Geneml
Permer. It is also expected thm the Sys~em will not engage In
dimci inresmens or m-invesnnena, in which the System
would pucdiase majority comrol in indi~~idual co~poreie
amities, unless awhonzed by the Board.

Opportunistic Strategies

In -es~ment in asp oC the i~st*snents or cehidu allo~ced
in other secCinns is ulsu allowed in t6'a settion. Other
ccsmcros vre acceptable as long aslhey ere approved by

the hoard In wtlung. In addtiioq im~esiment in the ~redii
marker is also allowed and may be imple~nemed through:

7. Pooled funds; Sepe~eic nom~ms; Limired
Panneahips:. or Limited Liability Companie_'..

2. Gedf~ linked noes;

3. Direct investment.

Absolute Return

Absolute Remm Funds, also celled Hedge Funds, are
private sm•estmen~ vehfdes that may not be ~egis~ered with
the U.S. Secuciiles and Exchange Commission (SEG7; they
may be o[fc~ed m Limsted Partnerships or Limited Lta6liry
Gmn~any (~r~n.

The allowed Absolve Remm Svacegies include bm are nog
limited m:

1. Any o(the Collowing sl~gle strategics_

n. Equity longkhon including absolute ~emrn
strategics specializing in ergfng mnrkea,
market upfwGzeuon, regional, secmral or
global market subsets',

6. Yginry Market ~lming,

c. Short or dedicated short,

V. Dis~resscd sccuri~ies;

e. Merger Arbi~ragr,

C Evem driven or Risk ArbSrtage;

g. Fixed I~rome Arbi¢ege;

h. Convertible Bond Arhiaage,

L [yui~y Marked Neutcvl;

j. Statistical A~blt~age,

k. Relative Value Arblt~age;

I. Global Macro or Global Tactical Asset
Nloceiion;

m. Managed Furores and Gomnwdlty trading
Advisca (QAS)-

2. Multi-5¢ategy or Fund of Funds are also vllnwed
end combine several individual Absolme Reims
strziep,~es ism e single ponfoifo- The wmbina[ion
prwfdes, f~ some cLCUmstvnce; dicersifuiio~ of
nslc in e si~gie Invesunent.

Real Assets

The following strategies are allowed, through body direct
i~vestmrnis and ihroogh equi~y inv~~mena in companies
that are involved wish the following strategies.

n. Gommoditles
The staiegy targets liquid ~m~csimenis in
the mmmodtues mad<eis vfa dertva~ives
(e.g. futures and swaps). Cenalo sVategirs may
also ivclude, to a lac er exiem, imesunent
in physicals for (o*~verd delivery. Exposure
I~dudes li~or major mmmodf~y market se<mrs
Energy, Ag~lculm~e/LNesmck, lndusi~lal MeiaLs,
and Precious Meiels_ Expetted oriel remm
fs due prima fly m spot p~SCe app~ulauon,
secondarily m mnuaci roll forward dynamics,
or the diffe~emiei between spot and (umee price
(be[ween sees and longer germ convaas); and
thirdly to modese colla[eral income

The Real Asset. program may employ both pawive and active
mmmodity management. Exeminailon o[ cash
cullaie~al, in particular the quality o(fixed income market
exposure, will be considered in risk mitigation.

b. Energy
The strategy Ie~g~s bosh puhlfc u~d privme
energy-relazed entities. The Energy fnvestmen
svaiegy consists of three segments: ups¢cam,
midstream, and downstream businesses.
OpportvNGes f~clvde core diversiGM global
onglom mies that may span across segmems
and specSCrc, covicen¢ated satellite Imestmems
that may focus on a spedfic Energy me~ket
segment Invesnnems may tndode hoth
traditional (oil, natural gas, oral) and alcematfve
(wind, sole) energy murces.

The Upsircsm ]nvesment A`etegy (ocoses on the production
of oil and gu, and indadu pen'nleum Exploration and
Pmducuon (FlsN) boslnesses end power ge~e~auon_

The Mfdsu'eam Invesmen Svategy Cocuses on ¢anspo~tlng
the upsveam produtts from the source to the end user, end
indades storage and processing, u well as oil Geld re~vfces
(the equipmem and services aquiad m produce pewleum)
and eleacieiiy e~ansmuston equipment and services.
Mtdsveam assets include pipelines, gathering evd sorage
fu~iliiies, refining, power Imes, and trensiormer stationer
Services are also considered midsveam elemems, such as
oilfield equipment tike drill bits, Jnll gigs, well trees, and
geotugie and mapping scn~iccs
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The Downs~revm Invutment Srta~egy focuses on the end
ini s of upslrcam production. Power gene.atien is an cnd
user o[ pevoleum p~oduns, while houschalds and businESSes
are the downstream users of power generation. Downstream
asses cnn also be local dls¢ibution centers. such as home
heating oil disi~ibumrs or gas stations.

Eadi segment of the s¢ategy has di[(crem inves~ment
characreris~ics, income profiles, and risks.

Metals di' Mining
Public equities in the Indus~nal and
Precsouscoetals-relayed indus~~lu.
Investment oppocmnitresindude large cum
diversified gtnbal mnglmnermes and more
specific, mvicen¢ated investmems_ Supply
chain portion nay include aps~aem,
m[ds~ream, and downs¢eem companies.
Expected mtel remm is due pdma~ily m
appreaauon and some l~wme.

Public Agviculw~e-related
These imesunents are made primarily in
Agriculture-related companies. Exposure
may include bo[h t~aditionat agnculmxe avA
1Poesmdc imesimerts end rencwuble energy
so s. Supply chain position
snap include upstream, midstream, and
downstream companies. Equity-based
agcicalm~e exposure ranges C~om upstream
producing mmpavles (i e. gm err) ar those
who ere closely ~ela~ed ro them, such es
seed and ag~ic~dw~al chemicals compe~les,
w downnream packaged foods yrodvcus.
Opportunities f~clude wre dive~slCied
global cnnglnmeraces ohm cony span across
segmems wad specific, mneen¢ated saielifie
investments ~ha[ may locus on a specific
macke~ segment. Expected coral ~ewrn is due
primarily to appreciation and sumc i~mmc

"Timberland
the na~egy ie~gas both public and
prive[e "Rmberland Investmem Management
O~ganliatlons, TIMO_ the lirvesimen~
sraiegy incivdes iirves¢ng fn c~nues
that derhre their cemms [mm the g~nwih
and harvest o(eimbe~, a reneweUle and
biologically growing asset. ]he fnvesmena
may Include both plamaiions who miGze
inrensive management ied~nfques ~o enhaiirc
bsological growth and namra0y regenerating
stremgies- The imesmem sn'a~egy has
veryfng [Ime hodzo~s m liquidity, shoricr
term [orso(twoods (e.g (or pulp end lumber)
m Ipngene~m i(me homm~ (zg. hardwaodsL

Infras~mc~~re
public and private mecamems to dfreei
physical asses, ora company that opera~eg
assets that provide essential seecices ~o
sociery. Ranges Irom pobficly held egoltiu m
very illiquid privnie permerships Expomre
indadu mllbrlented projects (e.g. roads,
bridges, tunnels), uanspomfocused (eg.
railroads, a[~pons, seaports), ~egulaied
uuGiics (e g. ges pipelinez. ~~a~edse~cer
~reaunem fadlinu); and soc[al services (e-g-
schools, hosp➢als)_High mlloticntailon
otters in0aiion pro[ection. Hxpected wtal
return is due primarily m current income
and m a lesserextem capital app~ecieGoa
Sa~eilite s¢ategies typically use mote leverage
th. n wre.

IypicalLy, i~(rasvucm~e assea exhibit one or
more o[ the following qualities monopolistic
or quasi-monopolistiq high barriers to emry,
long term asses, and sgnifica~n ~egulawry or
pe~miuing consuain~s_

Farm land/Agribusiness
Thfs [mestment strategy ia~gets [he market
scgme~[ o(egriculwre- Farmland co~sis~s o!
iwn main properry rypes: row and permanene
crop progenies. Raw crops ace harvuted
tram soil and are ca[egorized as commodity,
(mm end soybean) and vegembte, (potames
and le~mce). Permanem crops grow on
trees and have di~ee cztegorles: Claus (ruin,
(oranges and gcapefiuits); fruit, Cepples and
grapes); and ~ma.

Infrastr¢cmre
This iwcsm~em siaiegy ~e~gets the market
segmcn~ o[wumc-related in(restmcmre,
asses, and pmpenfes lnveswrs may
soon view waie~ es tin Ine~easlogly scarce
commodity, not unlike ail. inaeasi~gly
suingen[ water quality standards and the
edeptalion of water rysrems m meet chunging
dtmattic and hydrologlcel mndltlons may
~esWi In invesmiem appo~mnfties In the
va~e~indus[ry.

CumpreM1mSive Annual Financial Repop 20118012 San lose Potlemted Ciry Employe¢5'Re~irement System



~Statemer~t of Investment Policy «o„~~nuea~

Supervision Total Fund Investments

The lm~esiment Manager shall continually superclse the
im•esmem securiiics in the Fund, and sh All ~urd~ase. sell,
subs~imte, redeem, m-mnvert suunile~ as they should
deem advisable_

Brokerage Policy

All iransecuons el(eaed for the Sys[ein x~sll be ̀ subject
ie the bes~ price nd execmion_ it 1 mra mm nicsmn
re~e need not n the best rezlized price. b'xeanion
capability, price and overall ef[ecti~encss shall be
eonsidemd. along with commission rate.

Any manager whn B engaged to or has m direct pec~~iarg
interest In abuslness o0~er than I~vesunent counseling, such
es a bralcer or denier in secnrfises shall nog be pe~m[ued m
use such business with regard m the System assess w4hem
prior wriuen approval by ~hc Board.

1(e manAgcr utiirzes b.okenge Gom [he plan assets ~o e((u~
°soft dollar" vansaasons, detailed rem~ds will be kept and
communicated m the BoarA.

the System's tnves~mnn manegersshall follow the dfrec6on
o[ the 6oa~d_ It is the policy o[ the Board m instmet the
ioves[ment managers m direct iransac[ion orders m penfcolar
brokudealecs, Including eyviig fixed income, both domestic
and inecmational. The ins~maions (mm she Roard cunemly
is (or the mvestmem managers m direct as much as possible
o[the System's commission business as is p~ecti~ble,
subject ro the hzs[ pace and exumlon. "I'he instroason and
dlrecnon is m be mnstmed wlihln the nomiel attivily of
the invcsment manager, wish no increased or decreased
wading activity m occur because of the l~simctba Where
given ducretlov m eseblish and exuvtc ¢ensunions chinugh

anti wish one or more broker-dealer firms as ii may
selttt, the manager must attempt m obtain "best available
price and most favorable execmion" wi[h respen m ell o[ the
pnn(olin vensacifons.

Sots dolln~s vmumuletul d~mugh the Sys[em's brokerage
program may be used m pay for any System expense
permitted under the regulations o(the Departmem of Labor
G»ctoding, but no[ limited tq legal, accounting, edncaiioq
m naRement, ac) and approved by the board.

Performance Objectives

I~ves~mem performance will be measured qua~iedy bw It (s
not expected [ha[ the pecfomiance goals ideniiGed below will
be sedsfied to airy single quarter or year It is expected diaz
there goals will be setlsfied aver a rolling Irve-year pec[od or
a full market cycle. hloweveq action by the IIoa~d with regard
m ~eicmion or dismissal a[investmem managers is
not predoded by virtue of thrse time pe~lods.

Thc oriel [u~d's performance, In nggreEnte, will bx expected
to adileve a laic of eeium. which exceeds a fund benchmark
represemative of the Asset Albcaiion o!>jeah-e as [allows:

Benchmark

MSCI ACWI

MSCiff~~'E i.

MSG Emerging Markets

,Barclay~s~pita~7~ xte sons ~~de*

Credit Swsse fkst 6oston Leveraged Loan Index

MgrtyJl„~yacfg7(Y eJd Mz`s}e4'Index

Merin Lynch Global 3W Convertible Index

t~l~{~61`F rojier}grindex

Venture Emnomi<s Private Equity InAe's

Netl ~ 8`tt~.~" r':AnsmucezF~'~sMyHedge`dgxleX s'1~`i`:;

SpedGe guidelivrs and bendimad<s are esiabGsbed hefow [or
each category of mu~agers Gcnc~ally, howcveq [nveamem
me~agecs ace expected to pedo~m within the top hal(o[an
appropriate da~ahase, rank fn die tap hvlf of a databnse o[
smflady styled manages, and actor an average ~emrq which
exceeds an approp~tate index once mlling irve year periods.

Managers are considered io have achieved phis ohjective
i[ ihei~ pedonnance meets all guidelmrs on a cumula~me five
year a~nualfzed period. if the per[orivance is longer than
live years, die manager is expected m snnsfy the performance
objectives f~ a majority o(the rolling five year periods.

I~vesimcnt managers wish less dean fire pears of
experience with [he Find are considered m have
ach[eved performance objectives if their per[ormance
~veeis guidelines in the majority o[ the ennoalized rime
periods sivice inceplba

I(mnnagers with less than fve years experience w[th the
Fund (ail w meet any inv~ anenr ol~eciives, the (ollowi~g
should be appited.

If a manager fails ~o meet im-esment objectives
for one or nvo wrtsuvtfve quarters, this may not be
a cause [or mnccrn_

If a manager Gils m meet invennieia objectives
[or three mnsecwive yuaners, They me~ii
pmbaLLOnary Hams.

I[ a manager GiLs m mec~ im~esimem objwtives fog
fom wnsenulve gaer~ers, they should be
ctlticelly reviewed by the Baarzl znd ronsidead [or
te~mination_ The Ooerd may grant the manages an
extended p~nbe~ion vfier o((iclelly recognizing the
subslandz~d per~o~mance_
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Statement of Investmer~Policy rc~r,~~~,uE~~

Passive Fixed Income Investments Convertible Bond Investments

The objective Inr i~vesnnem managers o(ihe passlce fixed
Inm~ne componem of the roial portfolio is m nchleve returns
equal m die appropriate Index with mfnimel racking error.

Active Fixed Income Investments

l he of jutives for Investmem managces a[ the dormuc.
fixed-Inwme component oRhe meal portfolio are.

(1) Earn an avenge annual remm from income and
capital appreciation, which ezeeeds an nppropria~e
Index (i_e Barclays Credit Index, etc.) overa rolling flee
year time perlad net v[ fees. IC the performance Msiory
attends beyond five ycnrs, the manager will be required
w exceed die index wee a majority of the rolling five
year pe~iuds_

The objective [or the Invcamem managers o(the
Cov.~en ihle Rond mmponem of she m~zl portfolio are:

O) Achieve reies of ret~m, nhich exceed the MerrN lynch
6loba1300 ConveniMe index ovate rolling five year
~lme period net o[ feet If the performance history
extends beyond five pear, the manager will be requieed
m exceed the sndex o.•er a majority of the mlling five
tear periods

Real Estate Investments

❑) Achieve returns whldi exceed an appmp~iate l~dez, (i c_
NCRIEf) net of fees over e Gve-year merke~ cycle

Private Equity Investments

Global Equity Investments Q) Achieveremms, which uceed an appmp~ie[e index
6.e., Venwce Eco~omi~ Private Equity Inder.) net o[ tees

The objegrves (or fnvestmua ma~egus o(the Uomu[ic overa Gve-year mvrke~q~de.
equity mmponem of the royal portfolio are: 

Real Assess
(1) Achieve remms wMch exceed an appmpria[e index, (i.e.

2ussell 3000, e¢J over a coiling five year time period ~» Achieve returns which exceed an appropriate index

ne~of(ees.l(the per[ormuvice hlsmry Mends beyond 6.e.,Dow-Juno OBS Commodity Index, 55gA

five years, the manager will be regalced m exceed the Brookfield I~C~estmcmre Index) net of tees aver a

index over a me]oriry o(ihe rolling Gve year periods- ~~ve-year ma~kei cycle.

Passive Equity Investment Hedge Funds

The objective [or inves~men~ manegus o[ [he passive
domestic equity component of the wtal ponlolio fs ~o
achieve rewrns equal m tlic appropriate index with
minimal [*aching error.

Global and International Equity Investments

the objectrvu for Investment managers of the Sme~~national
equity cmnponent o(the mtal portfolio are.

Q) A~hfeve remms which exceed an appmprlete Index
wu a rolling five year ~imc period net of fees. 1(~he
perWrmance history extends beyond Gve yeq>, the
manager w711 be required m excred die index over,
majority of the coiling five year periods.

High Yield and Bank Loan Investments

the ol~jeutve foe the investment manages of the High Yield
and Bank l.oa~ componem o[the wtul pordolfo eye.

(ll Achieve gates of mmm, which exceed an appmpnaie
index (i-e. Merrill Lynch US Hlg6 Yield Mas~e~ Index,
CSFH Leveraged Loan Index) over rolling flee pear time
periods rte[ of fees. I(the performance hismty extends
beyond five years, the manager will be ~egaired m
exceed she SnAex over a mojoHiy of the rolGnP five
year periods.

Cl) Achieve returns which exceed an appropna[e t~dex
Q.e, HF21 Equiiy Hedge Index) net o(fees over a
five-year market cycle.

Monitoring of Money Managers

It Is she Board's policy w monitor [he portfolios o(the
im•es~ment manages fm prudent adhecence io the approved
performance goldelines. Quaneriy pedoemance should be
evaluated to last progress coward the aual~ment of longer
term targets. It is u~ders~ood ghat There ere likely m be
shoat semi periods during whid~ pedermance deviates from
mad<ei indices. During such times, greater emphasis shall
Ue pieced o~ peer-performance wmpa~lsons with managers
employing s[mllar styles_ In addiifuq maveger holdin~.s will
be periodlcallp moniio~ed io ensure t6et They ere adhering m
expected mvestmeni styles and dlniplmes.
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Sement of Investment Policy cc~~~;.~~~~n~ :~=- ;
On e ilinelp basis, the Board shall meal m locuv on

• Monege~s aAhercncemthe lPS guidelines,

• Materiel dianges in the manvgeTs orgnn[za~ioq
im esiment philosophy and/or personnel; and,

• Comperisone of the manager's resWts m appropna~e
indlas and peer groups as desabed In the
per(nnnnnce objuuves and con~ml section.

The r~ li ncsocia~ed with the inanegefs ponColiq a. meescred
by the vanabilip~ o(goanedy remms (siandxid deviation),
mua nog ex ~ ihTi o(the benchmad<index and the peer
group wSthout a corresponding increase in performance
ahove she 6enchinark and peer gaup.

Major organizaisonal changes also warrant immediate review
o(~he ~nenage~, including

Change In pmlessionals

Sgnifiton[ acrovnt Losses

Significant growth anew bvsiuess

Change in o~mership

The performance of the System's [nvesm~ent ma~agea will
be monimred on an ongoSng basis and li is ei the Board's
discretion m take corruiive uetio~ by ceplacfng a manager
if Ihry deem it appropriate at any time.

Periodic Reviews of Manager Performance

The performance o[cach manager should be reviewed ve~ms
is bene6matl< ai lea t every quarter.7hese benchmarks
will normally consist of both asset class fnd~es and peer
group universes. Each manager's performance shoWd exceed
theft pessfoe f~dex benchmadc net o! fees and each manager
should be above the median of vn appropriate univeae over
mos full me~ke~ cydes-

Asgood managers will occasionally have poor ~erirnmance
for several periods, them Is mme grace period penniite~l foc
perlorma~ce m imp~me_ Conversely, the pedormevice should
he reviewed wllh sufficient &eyuency m permit Sdennficatlon
n[ substandard performance as gofckly es possible.

All m pagers will he reviewed continuously by ~hc
Consultant, Staff, and the ~ire~~or_ L)nderperfonning
managea will be reviewed on a case by case basis, and
wriiren records shall be kepi. NI menagecs ace subJu~ to
terminatbn a~ the 6oard4 ~egoes~, based on advice from the
Conmltant, Staff, acid ttie Dimaor.

Extraordinary Reviews of Managers

1l an evem occurs within a managers n~gv~izntion or is
likely m fmpatt the manageY_ orlieni~ntion, the DIIectm' of
Re~irement Services, shall make a determ[nation whether
such avant compromises the investment process ar in nny
other manner might cegauvely impart the managemem o[
the System's assets.

Such evens would include bm ere not IfiniieA [c

a) Loss o[avy signlfcent i~venment profusional
directly involved with the managemem of Plao
assets or o(wch sig~i Gcancc in the managers
overall investment process as m call lnm
question the (~wre e(Gcary u(~ha[ process-

b) Sale, offer (or sale, or o[[erm purchase she
manager's hvsiness io/by another enu~y.

cJ Signifi<antfinnndal diliculty or lass o(a
slzablc portion o(r6e manager's assets
under management.

d) Filing or anno~ncemem of rtgnlemry
actlon o[noo-iriviel namrc, particularly Chet
iwolving violaumis of the Investment Advlse~s
Act o! 1940, the Secocities AU of 1933, enhe
SecudGes Ex<hnnge Att x(1934, or any sate Blue
Sky Lew to which the mena~er is subjec[-

e) Any other event which f~ the disaeuon o(the
Di~um~ appeaz ro put the Sysreni,s acsea et nsk
of loss, evher ecmel or apponon➢y.

Any of these events mxy vigF;cr a due diligence nisi m
the GRn by the investment CommltNe, CansW[ani, and/or
Staff, befog placed on the wa¢h list, Uesng pm on probation
one~minatlon depending on the seriousness o[the roam
entl the probabiGry of nnpactlng the managemcni of the
System's assets_

Please vis[t MtpJhvww.sjoe~ircmem.wm/led/Investments/
Investmeots.up (or a complete and moss current S~atemem
of l~vestment Poliry.
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Investment Professionals ~::~-

As o(fin~e 3Q 2012

Global Equity Pmiiheon \+emvres Real Estate
San Yandscq CA

Artisan Pun~ers LP Ainencan ftealiy gdeSSOrs
GIob21 Value Egofty PArtnea Group NS) LP Glendale, CA
Snn F~nnc~ism, G1 New York, NY

DRA Advisa~s, lee
Calamos Paihwey Caplwl Management, LLC

New Yod<, NP
Global Conve~~Sbles ~rvine.CA
Naperville, IL Fidelity Investments

Boston, MA
Nonhem Torsi Global In~es¢nenis Domestic Pixed Income
MSCI ACWII~dex G6 Asse~Mnoegement
Chicago, IL

Ma~Ka Shields LLC
Stamford, CT

High Yield AcGac Core

Vanguard (Healthcare"Trust)
1`1ew Yod<, NY

Pmdemial Real Fs~aie lmesio~s
Russell 3000 Newark, hJ
Developed Markets Index Northern Truss Glnbvl Investments

Emecgtng Me~keis Swck Index ~~~8 Term Gedit 9ond Index

Valley Forge, PA
Chicagq lL Opportunistic

Ruc ell lnvestmen[s 6W Capital Perme~s

Interoational Equity tlardays U.S. tI NS Direct Lending A¢ount

Seattle, WA New York, NY
Russell Investments
MSCI SAFE Growth Seix Inves[ment Adefsors LLC Medley Capiiel LLC
MSQ EAFE Smell Cap C~edl[ lllslocation Opporcuniry Fund II
Seattle, WA pC~er Saddle Rrver, NJ Sun Frunclsm, CA

Emerging Equity ~°dVan rd (HCalthcare Tms~ White Oak Global Advfsoa, LLC

l oral Bond Markey bidex Direct Lending Amoum

Nocihern Srust 6lobel lmestmen~s ~n(la~iomPmiec~ed Secun6es Son F'~anc~sco, CA

MSGI Emerging Markets Index Valley Forge, PA
Chicago, IL Consultants

InfrasSruetute AlboumeAmetica LLC— Absolve Remm
Domestic Equity - -- San Francisro, CARussell Inves~men~s
Eagle Asset Management SFzP Global In&azimtture Swap
Small Cap Growth Sevttle, WA Mekeia Lrvesm~ent Group

5~_ Petecsborg, FL — ~~~~'~%~ ~n5ul~ont
Carlsbad, CA

Northern Trust Global lnvestmems Commodities

RusseI130001ndex ~Irst Quadram (Pension dz Custodian
Chicago, IL Healthare imsu)

Risk Pnriiy Commodity Index Since 5¢eei 6avk ~-Lmst Company
RS lmesimen~s Nasadenx, CA 6osmq MA
Small Cap Value
San Fannsw, U CredSt Suisse (Pension Fi Proxy Voting

Heahhcare Tivsis)

PAVeYe Equity Compound Risk Parry Commodity Index «ess Lewis ii+Co. LLG

San I'rancisw, CA San F~ancfsm, CA
Great Hill PaMe~s
Rosmn, MA

Portfolio Overlay Servires

Russell Invesimems
SentJe, WA
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Schedule of Investment Results for Pension Trust

GRO55 PERFORMANCE SUMMARY BY ASSET CLA55

For she Fiscol Yem Ended June 70.2012

Total Fund (gro:: otfees) -2.4% 9.8% 1.3% 6.4%

Total Pund ~~ee of maoag~~k~:) -2.5% 9.6% 1.1% 6.1%

~Total Fund Wrch Overla rise:)y (8~0:. o -3.0% 9.6% 1.2% 6.4%

Total Fund Wi[h Overlay (o~or ma~TgP~tee:~ -3.2% 9.4% 1.0% 6.1%

Pol cv Brnchmark -23% 10.1% IA% GIq

Mas[erlFust Public Punds>$I Bllllon (Median) I.I% 11,9°k 19% 6.6%

Total Global Equity J.1 % N/A N/A N/A

MSCI ACWIIMI -6.9% 119% -2.4% 62%

Toal Private Egwry ~9.7% 13.2% AJ% N/A

Venture Economics PE Composite (lagged one quaver) 9,6% 17.1% 63% 105%

Torsi Real Esnte 12.1 % .-0.3%._ 3.6% 7.7 %~

NCREIF Property Index (lagged one quarter) 124% 8,9% 2.6% 83%

Total Public Fixed Income 7.$% `9.40 ~ ~o~ 6 god

Barclays US. TIPS I17% 96% 8.4% ]2%

Barclays U.S TIPS I-5 Year I7% 4.8% 5.1% N/A

Barclays Intermediate Government Bond Index 5.0% 4.4% 5.0% 4.6~

Total Private Debt 13.6% N/A N/A N/A

3-month LIBOR +S% 5.5% 5.4% 67% N/A

Total Real Assets -10.9% :- NIA N/A - N/A

Cunom Rlsk Panty Benchmark 95% N/A N/A N/A

S&P Global lntrartmcmre lodex -42% 10,5% -I.8% N/A

Dcw tones Commodities U.S.lndex -14.4% 34% 44°h 3.8%

CPI-U + 5% 67% 7.2% 7.0% 7.6%

6wls of Calmla[ion: Ttme-Weighted Rare o(ReWm

Sou« e: Mekem lnvesmiem Group's Fund Evaluation Repo~r
eaced7~ne sq zoiz

wmp~ne~:ma n~~~ai Fme~<~ai aa~n ioi i.zm2 sa~~a.x eeaa~aiEa cnv empimee:•aeuame~c sys~em



Schedule of Investment Rest-for Healthcare Trust
GRO55 PERFORMANCE SUMMARY BY ASSET CLA55

For the Fisml Year Ended June 30, 2012

Total Fund ~~e. or ma~a8e. ree~~ 3.1% 4.2% 0.6% O.b%

Po:iq Benchmark -3.OY 4.2% -2.1% 2.1%

Total Global Equity -5.3 % 6.4% N/A ~ 5.3%~

Global Egwry HC Pollry Benchmark ~5.5% 6.0% -64% 5.8%

MSCI ACWIIMI -5 ]°k 5.8% -6.9% 55%
.,-. ._ _ ~...,_

oral Pixetl Intome

.,

2.6%

..

3.1%

..... . ,e. _...,

N/A 3.8%

Fixed Income HC Poli<y Benchmark 2.6% 3.146 9.4% 3.8%

Barclays Aggregate 21% 24% 75% 3.5%

Barclays U.S. TIPS 32% 4.0'4 I I ]% 4.1%

Toal keal Asses -5.4% -4.5% N/A —142%

Custom Risk Panty Benchmark 4 2% 2 7% 9 5% 12 2~

Basis o(COlculatiom 7im~Weigh[ed Rate o(Remm

Source: Meketa Investmem Croup's Fund [valuation Report
dated June 30, 2012
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Investem~nt Review

TARGET ASSET ALLOCATION /¢ o(~une 30, 202

a,~<

,_„ EquiTy (P~bnc o~d V~rvote Pgi,iry, ~,a mod esmee) 45%

': FireA Income 10%

~"'" Real Assets 20%

-ledge Funds 25%

TOTAL 100.0%

ACTUAL A$SET ALLOCATION (Dollars in Millions) A of June J0. 201 J

IJon-GAAP Basis

$ in
millions

_..s?, Equily
(PuMla anApiivote e~uiry.
an~f real esmie) X 1.103 35 61 J~

~_.7 Rxed Income $ 28734 I6.1%

Real Assets $ 153.87 8.6%

-' Shore Term Investment Funds S 242,85 13.6

c v ~,a~•t.en it ~eTi aap~amflzmz sa~io+a rn.~ma c'~iy empmvaa~Ra«mem smam ea



Investment Review <c~n~~~;~~e~o =~•

.HISTORICAL ASSET ALLOCATION (Actual) MARKET VALUE GROWTH OF PLAN ASSETS
June 3Q 2063-June 3Q 20 R For Ten Years Ended June JQ 2~ l7 (Donors in Millions)

2ooG
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..,.;`t ....;•

03 04 OS OG OJ GB 09 IU II' R

ovv c~~n< aeAi ir~re Dome:r~r~a m~ome
GsF Glo6elYxe~inm ne Imemational EQVly
ke~n~s ~ H~~ynem oom~nk Eaary

~~. Private fqu ry 't T~~ ~' Global Egwty
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HISTORY OF NET PERFORMANCE
FOR FISCAL YEARS 2003 - 2012
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List of Lamest Assets Held

LARGEST STOCK HOLDWGS (By Market Value) For
both Pension and Heakhcare Trust As o(June JQ 2012

A complete Ilrt o(poit(olio holdings .s availoble upon request.
^ RepresenGS invesonena In the Heol[hmre Tnut pm[( lia

LARGEST BONG HOLDINGS (By Market Value)
As a(June 30. 2011

United Siztes

United States

Unitcd States

United States

United States

United States

United States

y~'~~'.=s C? ' "``j~'.e~' ~- ~ : United Staics
_G:f ~&heA '+h.

A romplere list o(por[folio holdings is available upon request.

.~Y.:

Country Shares Market Value SUS)

United States 50,629 $ 6.133,638

Various Countries 641,129 $ 5,609,R]5

United 5tntes 395,[~I $ 9,147,552

United States IIG342 $ 3.277,19

United States 5,582 $ ,3,23 951

United Stztes 101,361 $ 3,234.730

United Strtes 79,2V $ 3,19F,123

United Stamx 1 19,581 $ 3079,684

United States 65930 $ 3,056,137

United Staffs 137.078 $ 3.026,422

MaturiTy Date
Interest
Rate

Par Value
Market

yelue ($US)

04A 52014 L25 00,327,083 $ 82,93 L287

OI/I52020 138 35,7UA51 g 91538.413

06/152013 0.00 2,590,000 $ 2,695,575

X5/092014 .2.75 1.850.000 $ 2,097,43R

oa/o52012 1.00 2,025000 A 2p25,000

04/152014 IGO 9,016,889 g 2,019.803

1024/2014 001 2250,000 $ 1,835,279

08/012014 2.00 ISOO,OW $ L689.375

OB/16R017 I.OS U50.000 $ 1,682275

06/68013 1.00 L635.000 % 1.673.831
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Schedule of Investment Fees ~-

For [he ̀fiscal Year Endedfune J0. 2011

Includes Cosh in Managers'Acmunts: NonGAAP bass

Invesvnent Consu&ant 3.. xf41b.~_.._ ~F

Investment legal fees Yy2B2§9

TOTAL OTHER INVESTMENT
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Schedule of~£ommissions

8rokerage',Firin ,~Nur1Y~3crof« ~p'tal C~oMimistibn"
. Sligr~5'~'ydY~'2f1' ? ~ar~ml5Yl8n~ °Yp~E15hae€

A

ABG SENRITIES LIMITED ~?j Zj~B4~(}D ~ ~ $ 10203 ,$ q ~ ' ̀"0&300 s
ALLEN &COMPANY LLC „iJ~;`~9~8f3+a~^ 765.44 p'jS4pp.".
ANGORA SECIRITIES WC r )t~$7, Q„ ; 7198 gp~}p0 ;
AQUA SECURITIES LP - a~J.,~5pp ̀~.~ 3q9 ~p ~ pOaOh ~:

AVONDALE PARTNERS LLC ~ *' 62~'t0(5,.. 205]2 r- ~fldf'+Y'-^
B

6ANC0 SANTANDER DE NE00005 ~~s yi9 40694 ' ~"`A~~'

BANQUE NATIONALS DU CANADA ~ ~`;-ja,Y ~ 1,39 .06 ~;~ } I3~OJ96~i'n
BARCLAYS CAPITAL .- ~ I L28 ~~' °?Y: ~

BARCLAYS CAPITAL MC LE y'.`~- '' s~ 8,367.86 ~~a: ~ i$~$T9'RO 
~f

RLOOMBERGTRADEBOOK LLC 9,436.12
BMO CAPITAL MARKETS g S "? ~~, 643.40 i. ~'; ~ 0
BNP PgRIBAS SECURITIES CORPORATION ~ 61 A52 3,- 'i , ..emu
BTIG.UC ~' ~a,'~.

'''
79029 '~'}'~ _ 7,}_yr q

` ,"
C

(.HANLt5 HIV6N BROKERAGE ~~'.'";"j 2.63 -j~„],,.„...
CIBC WORLD MARKETS CORP ~"~.,.~' ;], ~'~' 60.00 7 Pr YjQQ ~f~'
CBC WORLD MKIS INC ~Y~,s” ~9g I7 t

U I I(~ItOUYGLOBAL MANKE 6 INC

CITIGftOUPGLOBAL MARKET$LIMITED

~ ~ 'F

,~, y,`^-~~

0,469.1 I

615.91

"`~ r ̀

v~(3"D~ .'
CITIGROUVGLOBAL MARKETS VK FQVITY LTD ~~,^- ,;qp,.; 83.62
CONVERGEXEXENTION SOWTIONS LIC

COWEN ANDCOMPANY, LLC

~. y

_: ""~~;i 'O"
1932

691J2

,~-~~,~ ~, '-~

~ 3~)''
CRAIG -HALWM '°~$e ~~r. 19900 ~~` Q1~:;..

CREDIT AGRICOLE INDOSUEZ CHEUVREUX "r y.y.~ p;}~`~= 80.83 ~ ~ ='x.i.. u
CREDIT AGRICOLE INVESTOR $ERVIC156ANK

CREDIT ~YONNAISSKUftIi7E5 (USA)WC

CREDIT SUISSE SF.CURITIFS (EUROPE) LTD

CREDIT SUISSG SENRITIES (USA) LLC

~,w2I~
~~~°!~, & 6'~'

*~' ~'~ I ~,s.

.Y .:~- '~i00_.. ..

F34.03

53.19

383,73

3,S IS.1 I

r +s_iS~r.- ,~`
i.. w$, -`~'8 9ht

~ ',a,~ ~ ~~ ~ ~~

,gr~,`.,,-Op~ ,'

D

~AVIDSON DA. &COMPANY MC 1 ~ ~G~3 ~~~ "~~ 60172 j~ ;"~~`iT`b289y`-(3!

DEN NORSKF BANK ~'t 3322 ~{b

DEUTSCHE BANK SECURII TES WC ~ ~_2`989~~ 70~:: 7_268.52 `~

Non-GAAP Basis
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Schedule of Commissions r~o~,~,~~„ed> ~ ~ _

DOWLIN6 &PARTNERS SBNRITIES.LLG 3¢J384.0~7"~s Ig5536 '"~OLT4Cl0 .+

E

EVERCORE GROUP LLC q,8359D.~' 19332 '. 0.(f9W .:--:

f
FlDEI.IN CLEARING CANADA s~ (A00.(~1~^. S6.S9 "}~9~

FlRST ANALYSIS SECURITIES COftP gOd~YJ: 1600 ss '~;{V ~S`;+

FWEDMAN BIWNGS &RAMSEY i.a ~{"'~"~- 157936 ~"' ~~ ~~

G
GTR4DE SERVICES LTD ~'~.' f?~ ~.~ 1472 ,`~§U ~~ ~ S

GMP SACURITIES LP '~ ~ J0~ -"~% 40124 ~ Q i,

GOLDMAN SACHS&CO

GOLDMAN SACHS INTERNATIONAL

-̀ A~~1~'fL~'

~u "'S,~

3,427.40

77q 03

I° ;~k-;`, _

~?. ''{'
GUGGENHEIM CAPITAL MARKETS LLC '"~'"`rSJ~, ~;2 364J6 ~ : _.H

HSBC BANKPIC ~`' ~ ~$3A (~' ~. 591 OS ~ ~

INSTWET y~ ~„ b~ ~0" 43270 y H`=
INSTINET UK. LTD ~ ~ -*'P 0.05 yj R~ ;. ~ ~~
INVF.STMENTTECHNOLOGY GROUP INC ;.~"79~,~, 7r'- 24,91q,81 $

INVESTMGNTTECHNOLOGY GROUP LTD ~._ ~ .-fit 18066 iD ~ „y, '`"'

ISI GROUPING ~° n..u'~~v~, '3 23L5.6A '~ '' ,iY:
ISLANDTftADER SENRITIE5INC s, _,~;;,`"'7 Qi7, 56524 E~„~,~-

ITG INC "~°':~= g9 _ ,fit`„ 1 18.90

ITG SENRIT7E5 (HK) LTD . •'fir f~'a 7.68 y. 1 S' ~.

{ INC

COftP

ASW PRIVATE DBS

357.69

35 70

6L24

1,440.61

128A5
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Schedule of Cacnmissions <c~„~~~~ue~>

Broker3gg Fir1» ',Numhgr dt Sotai to mission °.'
+m. ~ :5h~Fes Tredc~' Csmmissians Per5h3ve~'.

K

L
TJyu+znao cnPirn~ MaaKe~ ~~c ,; ~. i ~~ tqg~,~' za e9 s! .p~~#

LEEWNK SWANN AND COMPHNY w ~- 1 Q~~'~̂ - 90017 ~ ~ {~q~
LEK SENRITIES CORP :_~` f ~flp~ix;=; 458 20 ~ H"~"- fl
LIQUIDNETASIA LIMITED + ~,~„~~,62,~, 1224 i~,, ~ij
IJQUIDNETMC 7 QI~ ~ 1 217 13 '..a'~ 1J11 'Jh~`

M.

MEftPoL~LYNCH WTERNFQIONAL +~='=d' ~ ~°_~~,. 39677 '~
MERRRl LYNCH PIERCE FANNER &SMITH INC 'ids, ~'2 ~"'~`~ 4251 113

~

~ ~=
MERRILL LYNCH PROFESSIONAL CLEARING CORP ~~ 2276 ~i
MONNFSS. CRESPI, HARDT & CO MC ,iq„ h ~£$09 12527 ,°3~
MORGAN KEEGAN & CO WC i'"` r4~'.9~9`pf1 '~i 3980 ,~ , !p}rx~„
MORGAN SfANLEI'CO WCORPOMiED ,as~^gp ~ ts~. 590705 `i""=f1~1
N

NATIONAL FINANCIAL SERVICES CORP +~'h ~, .. 76.50 ~' v`e, ~ s
N6C QEARING SARVICES INCORPORATED ~ "-. 144.80 ~ %~,
NEEDHAM &COMPANY T ~~> 122.76 ~' ,.~''~ ~~'
N[5611T BURNS 'fir ~ 7SZ q5 hyr.. ~ --
NOMVf2ASKURITIE5INTERNA710NA~WG- ~i 7 6G1,6S ~; q~ 7 xO

OPPENHEIMER&CO INC ,mss t~f,~$ ~2P572 ~y {u: ~ ~y~p

P

PENSON FINANCIAL SERVICES CANADA INC ~ .,'}-~ +'~'=~~~p7~3 ' v 70996 , ~.~~ ^Q ',_

PIPER

LLC

INC
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6, Schedule of Commissions r~~~,~~,,,,~e~

R
MYMONDfAMESANDA550CIATES WC "38;+1Q6A0 i;R 7017 $ .+: ~Atj'°'`.':

RBC CAPITAL MARKETS ~' 47$84.00 - 1,50960 _-1,{,#„Q~'Y~d~y

RBC DOMINION SENRITIES WC 1251-0AO 99590 s. ,,~...~=~U~~3 ~=

ftEDBURN PHftTNEftS ILP 7,6,7x7,00'.- 80216 ~~' U07~4, is

ftEYNDERS,GRAY&COMPPNY,INC $S$00 - 2574 r?-(1D9~'``'`

ROBERT W.BAIRD CO WCORPORATE 9~7Q9.00 _,- 2,68888 ~ ~„~U~i`~~`6

ROCHDALE SEC CORP (CLSTHRU 443) y"„ ,0~~ 11900 !'~e•`~" AO

ROSENBLATT SECURITIES I_LC e ~$„OD"" 5338 ~_jy?~j~~ +

ROYAL BANK Of CANADA ~ j6-0b~3dQ ~ 146389 .p~~, y~7

SANFORD C BEFNSTHN CfD ~ ,h~`~ t~~ "~' 54676 ~{- ~,~'~ 

~"~~~SANFORD C BERNSTEIN CO LLC °~ ~' 31 i-0~h~3(#s $ 1.48482 ~ ' ~ti3"

SCOTIA CAPITAL(USA)INC r~~ ', $, .(N3 37309 `''~ ?"'

SCOTT &STRINGFELLOW, INC '~ '~p5 ~ 21660 r 1'"°,r

SG AMERICAS SENRITIES LLC ,r~;~ ✓31~i92 tl0 ~ 13888 r '~`"~9"~,

SIMMONS &COMPANY INTERNATIONAL y,~~ 77 .~$H3'c; 24700 '~ a~,

$KANDINAVISK/n ENSKILDA BANKEN LONDON s ="~fi ~{~jIB O~FEa 3823

SOCIETE GENEMI.E PPRIS ZURICH BRA ~5{ k.~ -0(!800 "~0 48,A4 ~,'„p~'

STATE S7RFF.T GLOBAI. MARKETS, LLC ~ ~ E 6~1`{ 5,90579

AERNE AGEE&LEACH WC '~ S ~; `!1 L009 ~q~,'~'°

STIFEI. NICOlAUS&CO MC 'rfr~` 88'xYA„~d{~~`~( 1,66377 , aj~,~-~' ~~~

SUNTRUST CAPIIA~ MARKETS, INC 4~a ,y_I$= = 16246 ~',,,. _ '

SVENSKA HANDRSBnNKEN 3~y, 'HO ~;i 359.89
T

TD WATERHOUSE CAA .-~ ,34 -r'? 1.377.61

THMKPANMURE LLC ~~"-~~' I 'f~i ~" 4064 ~' q ua '~~

U 
~ues nc >,; zai~a~2—oo ~ zie is ,ale ~.~-~ .~.

U85 SENftITIES LLG , +y';1~~~~~+,~r'~~;,:'i 55473 ,~„qy y,T~

W

WED6USHMORGAN SECURITIES WC ~,,, b~ 6bi7"̀" 806 ~9 4~'+' ~~'

wEEDEN & CO Fz ~","~i' X9706 ~ ]49I ~; a'O~~q~. y

WE~tS FARGO SKURITIES, LLC ;x1~9'M1 94100'',-r 2,65696 "''A' Ilew

WILLIAM BLAIR&COMPANY LLC .T: t~' y.~$A~ _~ 66395 ~;{ {€+,%~ ~"4~:

WUNDERLICH SECURI [1F.S INC "'`i" ,Q QOD.w 155920 ~~

TOTAL .,R~;~6~3`{~`i4'`" $ 254,996.30 u~ ~~'..~' ,.,~ ,, ..
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Investment Sumna~ry ;~-

ns ofl~~e ao, zo i z

Type ofJf~ypy(oienf - Feir VafuB ,~~d{ PorTfolib S

Towl Equity

Total Equity

Fixed Income

Total Fixed Income

5096%

540%

53~%

61.73

IJS%

4.92%

16.07

$ 153.867,397 8.61%

Shb~~ ~-? t~s ~ ~ ',~ 242395820 1356%

~ .,3g Pl jj~otiE1 S~ ~~ ~y.n ~ mss.', 457.603 0.03%
Total Fair Value** S 1,787,412,085 100.00

No[e: The omoun[s O~esented above may wry from the amounts presented in the bnanciul smtemenLC due to the investment sum
mary presenting amowts at [he monagei level and the (~nanclol smtemen[s presenting amounn' at the semnry level.

* Includes cash to support synthetic exposure.
'~Indudes Healthcare Tn~st asets.

CompreF¢nSive Annual Financirl Report 2011-2012 $an JOSeFetl¢ialed Ciq Eriployeez'N¢fimment System 91



1HI5 PAGE 1 NiENTIONALLY LEFT BLANK



City of San Jose

Federated City Employees' Retirement System

Comprehensive Annual Financial Report

for the Fiscal Year Ended June 30, 2012



• Actuary's Certification Letter

W 
:~ c,, , ,

April 23, 2012

Retirement Bonrd of the Frdc~atcd City
Employeex' Iienremem System
1737 Nonh lst Streu, Snide 580
San Jose. CA 95712

Dear Members of the Boerd:

At your request, we performed the Lme 10.2011 actuarial valuation of the City of San lose Federaced City Employees'

Retircmant System ("Sysmin").The detailed valuation ~esul~s with respell to Ore System are contained in our actuarial
valuation ~epon issued January 77, 2012. The puYpose of the actuarial valuation is ~o repovt on the finannel wnditioq

including hisrorical xnd expecmJ future ttends, of the System as of the valuation date; to determine the Ciry's and

me~vber coohibutioo rates Por the fiscal yeev ending June 30, 2013; and m provide other Jisclusure information
requirul under Govemmen[ Acconming Smndards Board Statements No. 25 and 27. Hisrorically, acNarial valuations

were performed every twu years. Since lane 30, 2009, acwarial valuations have been performed annually.

The funding methods aJopmJ by the System ere designed m spread the cosy of benefits over each employee's working
ca~eev as a level pucentage of p¢y. The funding ratio indicates tM1e percentage of assets in the System compared m
the amoum targeted by the funding method as of the valuation date. Variations in the expwteA cosh of the plan are

amortised es n level perecntage of expected puymll over close~l20.yexr periods (except the entire unfunded acma~ial
liability as of June 30, 2009 is amortized over a close) 30-year penoJ).

A~ its October 2011 meeting, the Board adol~~ed a number of assumption changes based on recommendations from
ouo experience smdy.ln panicnlaq the Board reduced its investment mmrn assumption from the 9.95NO ghat was used

in [he prior valuation and the ].]5%, that had heen previously adopted for this valuation m 7.5U'9.'fhe wage gm~vth
assumptiov was aleo reduced from 3.90 in the punt valuation to 3 25%in thix valud~inn Administrative expenses

and the Supplemental Re~i~ee Benefit Reserve (SRBR), which had been implicitly vahred as pan of the invextmevt

reW rn asminp[ion, are now explicitly valued as an addition m wrmal cost (0]0% of payroll for administrative

expenses suet O.35%of the market value of assets for ~M1e SRBR).7he changes in assumptions are summarized in the

Acwarial Assumptions anA Methods exhibits.

Dining the year, the Syxam also experienced very significant changes in its assets and Iiabili~ies, incluAing a 14%
reduction in the numberof active members and a 24% redmtion in the expected paymlL The investment realm [or the

year was nearly 19°l0, but due m asset smoothing, prior invesnnen[ losses are sill being phared in and as a result the

remm nn tl~e actuarial value of assets was only 5.5%.

UnjundedAcraaHal LiaGl(iry (OAIJ/SvrP~u~~: The UALinaeased by approximamiy $200 million primarily due to
the assmnption cM1anges (5188 million).

Funding Aatio: The ivtio of the actuarial value oC assets m the actuarial liability declined since ~M1e last valuation

from 69% [0 65% due ~0 8~c assumption changes. The ucwaviul veiue of nssets Is smnothe~ in u~~er m mi[igore

Iha impact of invectmwt performance volaiiii~y on employed mnvihwion sates. Without the asset smoothing, ~6e
atio of the market value of asre~s m the aeWa~iai liability Incased from 60%to 64~~ even with the impact of

~M1e assumption changes.
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Actuary`s Certificatio~aLetter cF~„~„~„ed,

hlemArr Comribmion Rme The member mnrtibmion Sete is e proportion (3/ I I ths) of Hie service normal
cvsl re~e. The Member conn'ibution ram Incmnsed from 4.fi8% [04.829 due io demogaphic experience end
fmm 4.829e m 594 due ~o the changes in assum~Unns.

Ctry Cnnvi6urion.v: Gry conhiM1utions am a proportion (Sll lths) of ~Le seniee normal cost rate plus the
reciprocity normal cast rare plus an amunizxiion payment on the UAL. City cuntnbutions u u perceN
of payroll Inereazea sl~nificantly Gom 2H349 oCpayroll to 44.45 of payroll. However, [hedecrease in
payroll eeaggera~es the increased cost m the City. Tl~e beginning o(ycar ronvlbn~ion ainonn~ Inerczsui
form $87 milGnn ro $103 mllllon due prlmnrily ~o ~hc assnmp~ion changes. Based on the prior valna~ion, the
wm~ibmion arnoim~ had been expected ~o increase to $105 million withnm all of the assump~inn changes.

More deaails on the plan experience for the past yz~q ineindiog the changes listed abnve and (heir impact on the
June 30,2011 vnlua~ion ~esui¢ czn be Cound in our full mpntt.In preparing our re~wrt, we irlicd wi~how audit, on
inPormn~ion (some oral and some writtai) supplied by Hie City of San lore Depattmem of Retiremem Services.
'Chic info~mution includes, but Is not Ilmited ~q the plan provisions, employee dam, and finaodal infnrma~ion. We
.performed an infomiai examination of Hie obvious chame[ens[ics of [he data Fug reesonablenrnx rind wns stency in
accoNance with Acmanal StandaN of Nrac~ice d23.

We have prepared the following infortna[ion for inclusion in this Comprehensive Annual Financial Report (CAFR)
based on the June 30, 2011 actuarial valualiom.
• Summary of Actuarial Assump~inns and Melhodx
• Schedule of Active Member Valuation Dam
• Schedule of Retirees and Deneficiaiies Added m and Removad fiom Rolls
• Nores ro Required Supplementary Information
• Analysis of Financial Fkperience
• Solvency Tcsl
• Schedule of Funding Pmgrees
• Summary of Plan Benefi4s

All hisrooical inPo~metion prior to the June 30, 2010 auuuriel valuation shown in these exhibits is hased on
information reported by the pnov ecwary, Qandel, Roeder, Smith and Company.

This lever and These exhibits were prepared exclusively fiv the purpose of completing required disebswea for
this CAFR.

We hereby certify ghat, a the best of our knowledgq [his lever anA the exhibit named above, whidi are based
on Hie information and data supplied by the Ciry of San Jose Department of Retirement Services, are work
preulucts of Cheimn, lna Tliose work products are complete and have been p~epured iv accordance with geuernlly
recog~izeA and accepted acwaoiul principles and preetices which ere eonsistrn~ with the Code of Profrssionei
Conduct and applicable Ac Wanal S~nndards o(Prac[ice set out by the Actuarial Standards Board. Fnnhermore, as
credentialed actuaries, we meet the Qualification Standards of the American AcaJemy of ACwanes m render the
opinion conmined in this teeter end these oxhibits.This Terror does m[ address any cont~acmal m' Iegal issues. We
as not e~mmeys and our firm does not provide any legal services or advice.

Sincerely,
Cheiinn

~-~ ~ ~,~~. ~.1~ ~
Gene Kalwartki, FSA, FCA, EA, MAAA William R. Hallmark,ASA, PCA,EA, MAAA
Con.rn(tiny Actuary CanrullinR Actuary
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:actuarial Assumptions and Methods ~.., ,;
Actuarial Assumptions

L Investment Rcmrn Assumption

Assels are nssamed m eem 75% net of inveamem_

2. Interest Gedited m Member Contributions

3 00%, compounded annually.

3. Atlmiuismative Expenses

0 90% of payroll Is added m the vormal cast of she s~esiem for
expened vdmininrurive expenses

4 Eumrc 526R [canskrs

035%of the Ma~kei Value o[ASSea is added ~o the employer
no~mel cost w estime~e the average net ¢ans[er m the SRBR_

5. Salary hmrease Rafe

Wage m(latlon compo x 325%

In addmoq the following roes t o p i is added hared on
an mdrv[dual z robe y ars of sec

r.~ y .~ x ~
i ~

~ ~ : s ~V7t d 33~s~ &~` z
~~i m •~Tf~ .~v aJJA. S4S'~ 

}

Years of Merit/ Years of MeriU.
Service LnngeviTy Service LongeviTy

t .~p~,
{ ~k ~ q50% ~ ~g 0.60

rry,, ~ ~~.,~ ~ 3.50 y ~ k9 D,50
r. ,{

} F ~'ilry~. J.50 x"' ~'L'~ r^^s',i~ 0.95
~^ k

~' ~ ~ 4 1.85 's { I'~ 040

y#P~~ 1,90 '~ P~j9P OBS

`~r"'S.~ e,~ i.is s -~~~~. 0.30

fL ~~~ 0.95 ~W~+Lf ~ 025
S't' y

7 o.JS 7..§~~ o.zs

6. Family Compusicinn

Nercentage married fs shown In iUe following Table II2.
Male retirees aye assumed io be three yeas older than their
partner, and female retirees aye assumed m be iwo yeea
younger Jian their panner_

E "" T~bl~e B$~'„'" ors a.~~ass ~ - i

Gender ;Percentage

~ f~a~es' ...yj„ 80%

f (erff S ~~ ~~~ 60~

Z Rees of Withdrewnl/Termination

Semple rates of germination arc shown Sn the following
Table B-3.

20% of ~ennfnvnng employees exe assumed m mbscgoendy
work for a reciprocal employer and rueive 325% pay
ina'e:~ses pc~year

A Q 0 Years of 1-4 Years 
yea s of

9 Service of Service
Service

~~ ;_~— 20% IOQ(9~%- 5.50%

~ .~,k zo F,~`~3,5b t

~ ~ 20 !~o ~ Y a.zo
ve,-~-1

20
~-"F

~?,~`~~6b i~t ~. 3.00

',(~P.~°-~'~—c ' 1.85?

~~ ~~~~ ros
~~ ~ 2~ `qD 1~ ~~~frfir J~' ~~y}Y'~F

2~ k~ 4 ~^d7 x.00t4 ,~N'b7~(;~

~ 0 000.','~`~~ ~~!

~wma,~~n~~~ouo~~rc:moo ~rP~rom ie~rsm~,vel ,feam~,~

& Rates o(ReFund

Sample rues of vested te~minated employees electing a

refund of mmnbanons are shown 1n the following Tabte B-4.
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Actuarial Assumptions asad-Methods rc,~~,~~n,~~d~
9. Rates of Disability 11. Retes of Morality Cor Retired DisableA Lies

Sample disebilty reies of ac~lve p~ vclpnn~s a.e pmelded fn
Table R-5.

LU 0.030%

'-25 0.033

V 30 0056

fr d$ 0.098

r -gab ~` o.ibz
~.. :~ q5 0232

~ ,.: "'$Or z=. ,_..~ 0.302

~ .S~ ~~~{ ~: 0376

~S~i-~. ~' t 0.455
~~x ~e

.~~. ~i ax~t ~r 0.000

>0% o(disabfLties are assumed co be duty related, and 50'#.
are assumed m be non-dury-

10. Rates of Mortality for Heal[hy Lives

Mortellty rates (or ettfves, retirees, be~efictarfes, terminated
vested end reciprocals are based on the male and (eivale
RP-2000 mmUfned employee and x~nuitan[ [ables. to reMet
mortality fmprovemenis since the date of the table anU to
project furore mortnFty improvemems, the rubles are pm]ected
to 2015 asi~g scale AA and se~ack two yenrs. the msulung
races are used for all age mhor~s.

"'Table: B 7

. ~RaYes,of P/1crtaLTy for pisabled L1vef aS ̂~ 3
belected Ages

Age Male Female

.,`; 20 '' 0.669% -`0978,.. 3

25 " 0719 649

30 ~ { OJ90 -p 512

SS i Q904 ',9§Q8

40 - 1.666 ~ 674 s ~~3
~ , ~~ q; ..: t.;

1.646 1495 
'' .

t~`°+b' ~~ i 1.632 2`y4~

~' " 1936 i' {580

"k"~~ j t 2293 df 628 '4

¢g ., ^~ 3.870 ~b1;9

i~ ~7$ ~.; 6.001 x

~~. ,H~. a,r 0386 ..a__.._

Mortality arcs (or disabled reiiaes are ba.ed on the
GALPERS ordinary disabili~y mor~zliry ~eAlu Gom ihel~
2000-04 study (o~ miscellvneoas employees.
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A~a~rial Assumptions and Methods r~~„„~„~n~

12. Rages of Retirement

Rates o(reiiremeni are based on agc accorzling m the

tollowivg fable B-fl.

Age Less than 30 30 or more

Years of Service Years of Service

13. Deterred Member Henefit

The benefit was esimaicd based on tnformaiion provided

by the Department of ke~i~emem Services. the data useU w

value the estima~ed deCe~red benefit were aedi~ed service,

date o[ termma~ion, and laze pay rate. Oased on the data

pm~ided, hlghes~ average salvry was esinnaied.

14. Other

The covtefbunon requirements and benefit value of a

plan are celcaleted by applying aemarlai assumptions ro

the benefit pmvtsions and memb¢r tn(orme~ioq using the

actuarial funding me[hods described In the (ollowf~g section

Actual experience of Federated w~iil nog coincide exactly

with assumed enperien~ss, regardless of the choice o! the

~:_ _: _

assamp~ions, the skill o(ihe actuary o~ the p~ecfslon o([he
many cnlcaloti~ms made. Each valuation provides a complete

eccalculeron of azsucr~ed (omre experience and lakes into

acco~m xll pass differences beoveen assumed and acm~l

experience. The result is e mmtnual =cries of edjustmems m

the mmpuied convibunon rate. Prom time m tlme li becomes
appmpria~e io modify one or more of die assump~ions,

to rcliec~ experience ¢ends, but nog ~endom yearvto-year

fluctuations.

15. CM1nngcs Since 1_asr Valna~imi

Acmarlal as omp~sons have been changed, based upon

recommendeuo~s [mm the 2011 actuarial experience study

that were adop~ul by she Board in October 2011. The dianges

af(eaed the Iwcsu.~eni ~emm, wage in(latloq salary marl[

inaease, family composi~ion, ierminauon re[e, disability gate,

ceiiremem race, healthy and dBebled ~noc[ality, ~eciprocel

rate, and refund reie essumptio~~s. Yoe a mmpine desaipilon

of these changes, please refer w the experle~ce study report

dated Mey 12, 2011.

AcSUarial Methods

1. Actuarial funding Med~od

The Entry Age Noanal actuarial fimdtng method was used

for attive employees, whereby the nomiel cost is computed

as the tevet annual percentage of pay reyui~ed m funA the

reuremem benefits between each member's date of Mee and

assumed retl~ement. The ecmarfal liability Is [he dif(e~ence

6nween the preser~ vuluc of [uw~e benefits and the present

vaWe of luwre normal costs and represems the target a~noum

of assets the Sysmm should ha e as o([he valuation date m

fund the heneGis asa level percemvge o[ payroll.

2. Asset Valuatim~ Meehod

For the purpose o(de~ermivivg the [mployer's mnuibutloq

an acwa~iat value o(ecsea is used. the asset snoo~hing

method dampens the volaNSry in asses values that occur

because of (lucmations in roa~ket conditions, ~esulii~g in a

smoo~her pe¢em o[ eontnbuuon rages

"fhe acmv~ial valve o[ asre~s is calculated by recog~izfng

20% of the dif[e~evice in each o(~he prior [our years o[ umal

investmem returns compared m the expec[ed remm on the

marker value o(assets.

3. Amorti anion MethoA

1Ue unfondeA aavurial livbiluy ~s the di((erence between

the actuarial IIablGty and the acmedul vale ofassets. The

unfunded actuarial liability as oQune 3Q 2009 is emonized

as a level pememege o[ pay over o dosed 30-year period

commenefng June 30, 2004. Anua~lal gams and losses,

assumption changes, and plan changes are amoetlzed as a

level pe¢~emage of gxy over 20-year periods 6egln~9ng with

ehe valuation dale m which they Grst arise.

9B Comprvnenzrve Annual Flnao6al gapon 20f13o12 SanJosb Fadeatetl Clq Employees'Petirement System



Actuarial Assumptions ane~lsthods:~eo~~~~~~u,~3

4. Supplemenmi Retiree Benefit Reserve (Sl2Bl2) 5. Contributions

Neginning with phis vnliinuon.. the SRBR balance fs added Ai its Noce~nber ZO70 meen~~g, the Hoard adopiul a policy
m the a~marial liability and the esscis are included in the seuing the Gy~s cronvtbwion io be the greater o[the dollm'
acmanal ealoe of nsseis. In prior cxluatb~s, the SR6k vmoom repro ied in the azmunal ~~eluviion (ndrysed for
bala~re waz excluded from both the acmarfal tlability and the interest based on the time o(the convibmion) and the dollar
aauerial vah~e of risers- Amount determined by applying the pen ens of pvymll

reponed ni the aauarinl ~wlueilon m the actual payroll
(or the fiscal year. The Ciip and ~4ember mntnbouons
deiermfned 6y x oalaation become eR etice f r she fiscal year
cominentlng one year ~[ier she veluuiion date.

Member Valuation Data

Valuation Date Active count Annual Payroll .Average Annual Pay Percentage Change
in Average Pay"

'~Di 
~,xM"xt ~ $ 3.274 ~r

`9~~"~'ll 3,818 'P:

{ ''~' ~. 4.079

""~ ~'~+s' r '; 3.942 ;'✓s~ 2r

~'..,~- 9.148 s`:?;s~:':~4 .:.:
ss. 4.479~,y~7Z$; :~;3'~ 

~ 4.4663"Sf~ rY'~~z
". 

19~~A~!k#;. 3.694~~~~~

~ 
'~'F~.t~ 3.642 r,~,,~a;

~~"19}5 ~~z`~' 3.397.. A tK

Years, ~o m 1009 we uveom rarer a .w.yevpmmp nol m cmual mcuui

$ 69,926

78,788

79,191

73,923

69,056

65.408.

56.587.

52,42?

48403

45310

Changes in Retirants (Including Beneficiaries)

•r a,~onM~a zoov-zoio ~,r~,~~,~o:~, o.~o ~vm~ e..wa poi ~~,~~ux,~aa
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Solvay Test-

Retirees, Remaining
portion of Actuarial

Valuation Active Member Beneficiaries Aciive Reported
Liabilities Covered by

Date Contributions and Other Members' Assets"
Reported Assets

Inactives Liabilities

lane 30.°' (A) (B) (~ (A) (13) (~

X2011-' ^.`$ 234.579 $ I,~A8 jp5'tf ~_$ 687400 $ ')7$b 6R0 9 100% ,$4°b _fj 0%

t~2f1+1 ~".f."~ =• 242.944 I.~b4b98 ~, 762716 1,329911 ~ 100% 94~ ̀gi 0%~~

22R 967 id3932~3,~79 r 864074 1 {>4,~&$8B.~,
100°F IpOg4~ 16%

...~;~ 219,527 7~~39_01 743415 `9~ ~~_.̂~ 100% ,10~„=4

:~

55%

~ 230.027

p

try.: x~`~i' 657300

224.&75 'i``~;~$ ~~,:= 451]24 t~`~t*" 100% 'Id0%:.; 93%~~~= ,~u+`I.'

"' 210377 ~i§ 332103 ~ I~16d793~ ' 100% }~ 96%~ i ,fir

"ACNOriol Volue o(Asse s
Nmowis in fiwumnds

a pesWtz prim fo~une l[0 d010 wem mlmlotcd by tFO Orio~a<tuur~.
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Actuarial Analysis of Financiaxperience

Por the Ten-Year Podod Endine lone 3~. 201

TOTAL (0.57)%

Chonge in employer mnhibution rote (or retirement only
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Summ:Af PIa~ Provisions

1. Membership kequirement

Paniclpaiion in she Plan is immedia~e upon the first dvy
of (oll-time employment.

3. Flnai Compensation

Members who separated fnim city zarnce prior to
Jame 3Q 200I_

The highest average annual mmpensmio~ earnable during
eny period o[ ihme mnsecuiice pears

Members who sepmmuiJrom cav s~errice un ur after
June 30, 2001

lYie highest average annual mmpensetion eamnble during
any pe~fod o(twelve wnsuotive months.

3. Credited Service

One yc~r o(servire credit is gmen for 1,739 or more hours
of Fede~nted city service mndered in any calendar year A
parcel year (&acno~ with the numuamr equal m the hov~s
worked, and the denominator equal m 1,]39) is given [or
each calendao year with less than 1,739 horn's worked.

4. Membee Conttibu[ions

Member

The a~noant needed m(und 3/11 of benefits accruing fog
the current year. These contributions are cerdiizd wish
fn~eru~ e~ 3.0% per year, wmpounded annually.

F.mpinyer:

7fie Employer mnu'ibutes she remaining a~noums
necessary [o maimain the soundness of the
Re~iremen~ System.

5. Service Retirement

Ellgfbility.

Age 55 with five years o[ se~vfw, oc any age with 30 yeas
of service.

Benefit- Member:

2.5%of final Compensation [or each year u[c~ediied service,
subjett m a maximum n(]5%o(Final Compensation.

Benefit -Survivor: 50% of the service retiremen~ benefit paid
[v a qualified survivor.

6. Se~vic~Couneacd Disability Retireinene

Lligibiliiy.

No age or service ~eqW rement.

:s:_: ,

benefit-Membn

2.5°b o(Pinal Compensanov for each year of aulited service,

subjec~ to a minimum of 40% and a meximiim o(~SWo of

Final Gompensatlon_ Workers Compe~sudon benefits nre

generally o![set (nom [he servlcamnnected benefits under

~~lli SYSI['lll.

Benefit - Survivors

50%u[ the disvbiliiy ~etiremem benefit pntd w n
qualified survlcor.

7. Non-Service Connected Disabilliy Reii~emem

[ligibility:

5 years olseev¢e.

Benefit - Membev

Members who were hired prim to Sep ember 1, 1998:

l~he amount of the service-connected benefit reduced by
OS% (or each year Chet the dlsabilS~y age preceAed 55.

Members who were hired mi or afiev September 1, 1998:

20% o[ Final Gompensauon, pica 2%of Final Compensation
Ioc ead~ year o! credited service between six and 16 years,
plus 25%of Cinal Compensation for each yeac of aedited
secvlce in excess o[ 16 years, subject m e maximum o[]5%0[
Final Compensation.

Benefit - Survivor:

50% of the dtsebili~y renremen[ bwefi~ paid w e
gvalllied survivor.

8. Death while an Active Employee

Le¢ than five Yvnrs oJServire, or No 2uallfied Survlvoc

Lump sum be~efi~ equal w the accumulated refund of ell
employee wn[rfbu~ions with Snterest, plus one mon~h of
salary fog each year of serv~cc, up m u maximum o[sx years.

Five or mare Years of Service:

2.5% o[ Final Compero~tio~ [o~ each year o[ creAimd
service, subject ro a minimum of M1O°k and a maximwn of
]5`M of Ffnai Compensation. The benefit fs payable nnnl rhe.
spouse or registered domes~ic partner marsies or establishes
e domestic par[neishfp. 7f the member was age 55 with 20
years of service at death, the benefit ~s payable (or the li(eume
of the membeYS spouse or mgisiered domesllc pacme~.

9. wi~hdrawel i3cnefits

Less Ihmi five Years of Service:

Lump sum hene[it equal ro the xecmmdnted employee
con[rl6vuws with interest.
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Summary of Plan Benefits c~o~~~~~~„e~ -

Five ar more years of crediicd service'

The amount of the service ~etiremem benefit, payable at
age 55.

10. Additional Poso-retirement Deuth Benefi[

A deeds benefi~ pnpable as a lump sum equal m $500 will 6e
paid m a c~uali6ed s~rvrvor upon the member`s ~eaih_

ll. Post-re~iremcu~ Cost-oGLiving Benefit

Benefits are fnaeased c~•cry April 1 by 30`M, regardless of
actual lnilaiion.

12. Supplemental Retiree Benefi~ Hese~ve (SRBR)

Lach year, 10% of Excess Earnings, S[ any, arc t~gnsfened
m the SREH, and the SRNN baipnce is credited with [nte~esi
equal m the actual ra~c o(remrn up m the actuarially
assumed fnvutmem return, but nog lus than $0. The
interest credSted m she SRBR helxnce Is disafbuted w retirees
and beneficiaries along with any balance (before interes[
vedinng) In execss of the minimum balance established by
the Boual (A7,000 per retlreelbene(ictary).
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Actuary's:ertification Letter
Other Postemployment Benefts (OPEB)

fa ~~, gr~e"`y 
~_.._.... ,....

k~~~

Apri123.2012

V IA LL[Cl'NONIC MAIL

~i
a~u~o~,o~i Boom ormo Fm«e~m cny
Employees Rctiremem Syrmm
]3] Nm~h I n Sreci, Suite SRO
San lose, California 9912

Derr Members of ~hc 6oar~:

A~ your rcquev~, we pedonned the lune30, 20I I uanonal vvinetion of she Clly of San lose Fedem~ed Regime Health Gre
Plan C'P~en"). The detailed valuetiov resuhs wish ms~wci io Oie Plan use con~eined in our acmariel vaiva~ion rcpon issuctl
January 13, 2012. The purpose of tM1e actuarial wloatinn is ro report on PLC financial condition, ineWJivg histoncel and
expeaeJ Onna ~renAs, of ~hc Plan as of she valua~ion ease; m Amcnnine the City's enA membercomribmion n¢s for the fiscal
year m~ding June 30, 2013; aW m pmviJe n~M1er Jixclovum information rewired under Government Accounting Sian0ard5

I Board S~ammenis NO.4?and GS. Histoncally,aduarial valua~ions were perfoemed every iwn yearn Sinee June 30, 2009,
acivarisl valua~ions have been perFormed annually,

TLe funning metlmas oDOpieA hi wileciive barynining aoJ refluied by ~hc Plen in phis veiva~ion are Aaigned m ep~ead she
ws~ of benefice ovev wcl~ employae'.v woeking m~eev ax a level pe~cenuge o[ pay.'I'he funding ~atlo lnaieetu the perecnmga
of uxe~s in ~Fe Plan compared ~n the amount ~xrgeted by the funding maihoa as of ehe valuation date Because she effort
~o Polly funJ she Plan was seance rcletively mmmty witl~ rho enii~e unfunJed eowerixl liebiliry es of June 30, 20U9 boing
mn[lizrd ov¢r AO years, the current Pondcd stews is [ciativcly low. VanetiOn6 in the upeGeA oral of the Plan 6incelune 30,
2009 arc emonized es e Icvei percomege of expemed puymli over tloned 20.year periods.

A~ ➢s Omober2lll l mcc~ing, the Bourd adopted a numhc~ of asenmp0on cM1angu fonFC pension plan bused o0
nnmendaiiom tram our experience sudy ~ha~ also applies m tlm valuation of phis Plan. L~ panicolar, the Bonnl reJumd

i6 investmem ~c~um asmmpilon from tie ].959 Wm was used in the prior vvluauon end ~M1e "1]5Yo that had been pmvlously
atlopieA fonhis wlueiinn in'I50'fi. The wage growth oexwnp~lon wos alxn rW uwl form i90% in the prim valuation ~o
3 25m in This valnaion. A~ ins Nwc~nbcr 2011 mee~ing, tLC BoaN a~opmd assumptions specific to the OYEU valuation,
neludln6 changes .coed tlaims wets endarednmion in ~hecxpce~eA rewrn nn employerasee~s from 45%w4.0%a. The
chan6~' ~~~ asmmp~ions are mmmari¢ed In the AGUa~ial Assnmpiions end Mc~hods erhlbi¢.

Uonng the yeeq ~M1e Plon ecpeeleneed very signifiwol changes in ifs census, includlog a IFl%reduction io IM1e numUer oiumive
embers, r 1090 incream in the numbev of ~eiirees end spwxec covered far retiree meAical benefi~s, road a 249c inaunian ID

xpecie~ payroli.O~her key results form the valuarion air ae follows:

• U~nAedACturtr~ol Llabilftp(UALf/Surplus: Ona Maneial re~otlin~ basis, the ~ALinn'eascd 519L5 million Gom
$818 4 mlllim m 51,0099 million_The Aauanal IJnblii~y incrweed $219.0 million rind assets inemnscA $D.5 mllllon.

• Fm~A~ng Ravin: The rn~in of the acmeriel value of asscixmacwenal liabilities remained at l2%since ihr, lar~valuetion.

• Member Curzvihurim Rare: The City has nxgo~iatc4 contacts wliM1 l~s labor winos Thai ~equim AniM1 employee a~A
City convibmlone m Pond ~M1e Plan. TBe anreemeni5 ca11 for a five yeenransitlon to fully fonding the Annual RCquire~

", Convibntion(AHC)~mAcr GASd 43 antl 45 using asirnighi line me@od withalimii of an annual inavnse of 095Yo
of peymllPonFC member and the City mie. fhc wntribmionsfor rc~Ime mcdicei beneliis arc spiic evenly bmwccn
employees ava she Cry, end iM1e corn Tutions for reeirce Aenini benefits vrc sprit in iha raise of eight m tl~me wish rim Ci~y

.. ., .. ~ 1F a .. ...s. nd:a ,. s;rz ~ ...~ ... ~,
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....Actuary's Certification Letter c~~,~~~,~~,•
Other Postemployment Benefits (OPEB)

coninbming A/I I of ~hc meal convlbuuon.'Che mcnbcr ronvibuvon rode increaeoU fmm 651 k, m 92fi90 of pvymlL
Wi~M1Ont tine phaso-in, the member convibn~lon rate wmtl~ have been 14.492.

Circ CnnnihinMn Rrsre The CUy conivibntion rem increased from ").16W. ~o 7.91 F Uf pvyroll. withom the pLem~ ln, chc
Ciiy anntribmio~ Laic ~wnld have been IS]4%_

Mnre derails on iM1e plan cxpcno~cc fonhe pant year, IncWaing the ehanees listed v~ove xntl Wclr Impact on Oicve Junc l0.
2011 vvina~ion reml¢ can be found L~ onrfull repon. b~ prcpering our mpon, we reGca w10~om euAli, on lnforma~ion (mole
orel and some wrinen) supplied by the City of San Jw'e DeVnrtmrnt of Ne~ircment Scrviaes. TLis Information includes, but
Is not Iimi~eA ~q iAe plvn pmvkions, employee dam, and finvneial iniovneiion. We ped'ormed an inlcvmvi examineiion
of the oLVioiu cherec¢rlsiies o[ the tla~e for rcasonabicncev xnA consis~ency in amordanm wish Acauevixl S~e~derds of
Pactia q2J.

We M1ave prepared tFC following inPovmetion far incursion iv the Aemariei Sernlon of this Comprehensive Nn~nel Flnnneiel
Repon (CAfR) baseA on the lone 30, 2011 auuarial valuation:

• Summary of ACmarial Asmmp~ions enA McNods
• Schedule of AC~ivc MCmbcr Dada
• ScheJule oBe~irees and 6enaficlntles AdOe~ m and Removed Rom Rops
• Solvency RSt
• nnaly.i. of Financial Experienre
• Summary of Key Subsiamive Plan Provisions

In addi~iou, we Lave prepared the toliowiug ioPorma~ion for inclusion In the Flnvncial SecJon o[ this CAFR.
• Noles ~o Regnircd Supplementary lnPorma~ion
• ScheAule of PUnOing Progrus
• Schedule of Gmployer Comributions

All hlsmncal Infomieuon poor m [M10 June 30,2010 ec[uetlal valuation sLown m ~M1Om exi~ibits Is broscd on infoomn~ion
reporreA by the poor aauary,G Friel. RuNec Smith anJ Company.

This Ieuer;mA thus exhibits were prepared uGucivety fbr the pu@ose of wmple~ing mqui~ed Aisdosnicc forihis GFR.

We hereby certify that, to she bust of our knowledge, phis leuar and ~M1e exhibi~s named above, which arc bazW mi iho
informerion and Asia supplied by We City of Sen lose Depanmrnt of Reiiremrne Services, arc work pmdncts of Cheiron.
Inc. These work pmducis arc complete and have Iwen prepared In uemravnee with genually recognized end accep~rd
acW arinl pirnpplva and p2cGCea which ore consixmnt wig We Code of Profea-sionvl Condutt ma oppllrablo Acmanvl
S~endaMs of Practice ut out by the Acmariul Standards Board. Fnithumore, as credwtieled acmenes, we meet the
Qvalificatio~~ Smndaras of We American Academy of Acmarics m rcndcnhc opinion contained in this leucr and ~hesc
exhibi~s. fM1is Icver Docs m~ address any con¢aanal or Icgxl issues. We arc nog anomcys anA our firm does not proviJe any
le6al services or aAvice.

This Icner and the exhibi~c nerve l above do not reflu~ Potme changer in benefi~s, penntries, ~ixee, or administrniive coals
~hei may be rcgnirctl as w ivsnli of the Poriem Prota~ion and Affordable Cmr Act of 2010, rclnmd Icgisleiian, nr regWoiionx_

Sincuely,
Chciron

William H. Hallniark,ASA, FCA, EA, MAAA Margrret A. TemVkin, FSA, GA,MAPA
Coneuhing Aofunry Piinr(pal Con.mhing Aoump

Altachincnt
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Actuarial Ass~tsmptions :and Methods

Economic Assumptions:

1. Expected Re[nrn nn Plen Asscts: 750%per year

2. Expected 2emrn un Employer Assra: 400`X per }'ear

3. Blended Discount Rem: 6]0`X per year

4. Per Pelsov Cast trends.

3 pafe v _ -AnnuaUucrease

To Year 
pie- Medicare

Beginning 
Medicare Eli9ibie 

Dental
Juiv 1

'3A4k ~% 9.I7% =' ,683' 450%

?.01'~s~~~~ 8.83 ' t,~'7 ;. 4.50
v~;y„ X4+5—_
~ ~'~~~~ ~ ~,1 8.50 bS0 a,00

~f3 B17 633 400

_~:`t~bA'1~'4.~>t; ].fl3 .aAt. .nv57.~~... ~1 400

17{ 7.50 9.00~. P {0

3rs~,~r'.y se., 7.17 r5 '£,~„ ~$'$$ 400

i{ "~ 6.83 f ~ 5 67 „ 4.00

~, r 6.50 (~ .{i 9.00

~ (.. 533, 4.00

...,~wd0~a
,, ,, ~t;';

~02 5.83 l7 4.00~ z ~ y~. ~

~a6z r "~ sso Kati a.00
~qet ~_:; s,i~ ¢s3, i~,. 400

483 ~ y~+, ~ - 4,00

1.50 ~~~~Q ~..' 4.00

Deduaibla, Co-paymems, Ouo-eGPocket Maximums, and
Annual Maximum are assumed m increase a~ she above
treed pairs_

Demographic Assumptions:

1. lienrement Rules

the following rates of m~uemem arc assumed [or membecs
eligible m retire.

Age Less than 30 30 or more
Years of Service Years of Service

106 CompreFenzioe Nnnual Finaecial Report 201 L201~ San JOee Fetlem~etl Ciry Employees'Retiremont System



Actuarial Assumptions and Methods,~~~,~,~n~

Demographic Assumptions (Continued): 3. Rme of Monaliiy:

2. Termina~imi / Re[untl Rates: Henitliy Lives:

Sample rates o[ refundherminatien are show In the lollowSng Monaliiy rates for active, renre s, beneficiaries, tenninaied
table vu~ed and iecipmcals are based on the finale and female

RP-2000 minbined cmpl~yee and annuitxm cables. To

~. Rates of;8krmm~$~An :, rellut monallty improvements since the dnte o[ the mble

~5
and m pr jea Cumrt nonel'~p impm~emev~s, the tables are

O Years of L4 Years
or more pmjec~cd to 2015 using srnle AA and setback two years. The

Age Service of Service
Years of rewliing aces ace used fur all age mhuns.
Service

4F ~'4~fl 20% 60(.y,~ 5.50%

'~ '?~`~ ?t 20 ~ (0 ~"' 530;,

d5 ?r 20 -0r ~ 420

~rrit;.~nr,. 2—p ~-~~'~I~-t~~'. 3.00

isvt ~

~~~~~~~~—

20 ~~~`b€ 1.85

~,^

20 5(.75
.~",~'e 20~ ~+r? 0.00L

y*~~'Fya ~ 000.~,~' v
T~ ~. 0 ~-0~O sn. .'i 000

• am,onnw,oms a ~o~ opNV~~ o mo~~oc a wrtave N,remamon~

G~'s.~~ "~"` 1F~Yg~b'#~tefu~iq, ...~n°~,~..f,~i

Age Refund

~ ~..~~, il ~Q.~~

,..; 300~

s``,~ p~[5~ 25.0,

~ —' ~ 20.0C ~+i~

> t ~§~r~ ~4i~ 1`wms
t: 10,0a~

F 
i:, 4.0✓~~~~,i

t~* af«MO'T}a1i{y foF~9kek~ve and Be'~Ped"""

r „~fle~afF~FY.3GVe5~fi'~T~kY#d A9esi:.r' .
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~ctu~ria..l Assw~ptions and Methods rc~,,,;n„~a>

Demographic Assumptions (Continued):

Disabled Lives:

Mo~iali~y rates fur disabled re~i*ees ere based on the
GALPERS ordinary dlsehiiliy monallty cables Imm their
2000-04 study Cor ntiscellaneous employees.

4. Disability fta~es:

Semple aces oCrlivebility as show in the following cable

. aoe

0.030%

0033

0056

0098

0.162

0.232

0302

0,376

0455

0.;04

0000

..

5. Salary hicrease Rme:

Wage in(la~ion mmponen~ 325%

In aAdltion, the (ollowcng meN compmiem is added based an

an individual member's yeas of seivSCe.

~tP Salary Merita~Ei`eSSes

Vears of Service Merit/ Longevity

9.50%

3.50

250

185

1.40

I IS

Q95

075

0.60

0.50

0.45

0.40

035

0.30

025

Q2S

50%o[disebilicies are assumed to be duty related, and 50%
are assumed ~o Ue nomdmy.
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~_ ~c~t~a€ial Assumptions and Methods cco~r~>

Demographic Assumptions Continued): 10. Adminisvaiive Expenses:

6. Pe«em of Retirees Electing Cave~egc

100Yo of employees, re assumed m cica coverage ai

mtiremem. Furore mdrees' plan eluuons are assumed w
miam cun'ent retiree plan eleato~s. Retiizes who corn age
fi5 nee assumed m be eligible (or Medi~~c The folinwing

cases me used to AeiennSne blendui claims and mmributlons

for furore rc~irecs.

]. Family Composition

90'~i of mazned males eiid ]0%o(mnrcied females will
elect spouse coverage in a medical plan a~ retiremem. 100%
ofemployees with a spouse will elect spouse cove~'age sn a
denml plan ui retirement.

8. Dependent Age:

For cuaem rufrees, aaoal spouse dale of birth wns rased
when available For furore ce¢~ees, male retirees are assumed
m be three years older then their partner, and female retirees
are assumed to be two yee~s younger ~hon d~eto pvnce~-

9. Married Pucenmge:

~Ps:~, ~` ~~n~'~d51;~29 arFiei(`,.ry_ .; ..< M

°Gender Percentage

~. -. s., w~.. 80%

S°fi ~,r 60%

Included in the avenge momhly premiums.

Changes Since last Valuation

Actuarial osmmpiions have been changed, based upon

recommendations from the 2077 xcmerinl eeperfence study

for the San Jose Pedera~ed GTp Employees' Retiremem System
that were adopted ~p the Uoard In Ocwber 20ll. The changes

a((ected the mvesemtm remm. wage InOazlon, salep• merll
Inaease, [amlly mmpost~ioq termination rule, disubiliq~
rate, re~ircmem ale, healthy and dSSabled monaGty, and
refund m~e assumptions. For a romple~e desaipnon of These

changes, please refer m the experience study report dated

May 12, 2011. In addi~ioq the expected return on employer

assets wxs seduced from 45 percent m 4.0 percen[, and the

blended dtswun[ rn~e was reduced [mm E]J peecent m
6.1 percem.

Comprehensive Annual Financial Pepon 201LY012 San JOSe Fetleratetl Ciry Employeez'Retirement System 109



Actuarial Assump~ons and Methods «o~~~~~„~.d~ -~~.:

Claim and Expense Assumptions:

1. Average A~mual Claims and Expense Assumptions

The following claim and evpe~se assumptions arc nppli~vhle
m the 12-month ~erfod beglnningJulp 1, ]011 and are based
on the premiums in e[fett o~ the valuation date Subsequent
years' cons aye based on the vendeA Got year msi adj~s~ed
wish trends lisicd abort

Aalve &nplopees:

Age Male Fem"a~l~e

'` ,. $3289 $S4 f~". u~.~ q+i

.-i 5.456 `~7aMv~~ ~~.~j~t,~

~~' ~.3ac'~~~ 7.169 §3 ~,,.~~~,9~d

~ ~`°~~'S 9318 ~ iID~m s

-,. m -....,, ~ 12036 ~ ,s. l3i4~R'b~='

,~z~3 ~ ~ 5,516 £x ~ "5~6$~.}~r. i~r
L~A ~9F 6,477£~

}yam ~'v /J 7243 t~ld~, .~~1~j°~

~~" ~7}'~~--a' r 7.695 ~; 723~'s s#rte

" ~ 7.798t~
:.zp7~~r

Current Retirees'
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~~ Actaa~ia~ Assumptions and Methods r~~„~+„~~rr=

Cunxnl Relfrees. cmiG~n~ed

A9Q Blended Age-Based Impiicii Blended Age-Based Implicit
Premium fort Subsidy Premium Cosi Subsidy

45 : l8 5,952 ~ 3r~i~,~_E$ (2197) $ 5:952 ,S 5643 $ 'j3D9).

50 1 5,952 ., 4~j3 *( (979) 595? 6692 - ~iJP~

SS E 5.952 „` ~P "°” 583 § F32 7 915 -' 2,033 ~'~

64 5,952 ~r ~ ,~y"~ 5.020 ~.'j5p - I I ]63 ; S$71, ~~

d6..~ 5.570 .m ~ 3~..., ,-' ~2S) ,r~"~..,'i`D ,~u 5167 };.jug
~ 70 iTr 5.570 ':.. 9~: %": ~ 1 19 S.S d " .' S 706. ,

'j'

~.r ..'~ x.,
~5 5.570 eF .63 F?~~~',~ 791 ~t~a:~: J ~ 6152 fi~,'~3~.~y

tiE ~Q ~” ~ 5.570 N~+, _. _ 1.188 ,;~ SSA of ',' 6350 « ~~-=u 8~... ui
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Actuarial Assumpti and IVlethods ~c~„~~~~„ed~

Current Re[irees, mnt[nued

Blended Age-Based Implicit Blended Age-Based ImplicitAge
Premium Cost Subsidy Premium Cost Subsidy

q AS ~~`.: .:i$ 9.370 S A7bb <2 (4.584) ,~ n4,37d `f~=$ ~I92 $ t'j~17~}~~~~

50 9370 "'6 T38 (3.032) 9310 8 29 ~~''P (84I),

55 5, 9.370 8~~a Q.041) .SAP, '~ .'. 10169 ~i~ y94~'

'~ °~*3:, 9.370 19~H4` 4,614 ~~7Q .'~yi 19992 ' 962,. ,

~~rc ̀ 7.282 (962) f282 6740 ~,~r~'~3Q6 .,5~~ s,y~

^.~ – 7.282 ;7,420. ~ 138 73$2 ~1 7443 ~: -~ ~:.. ~,

-.~~~v 7.282 ~ 829 1,015 32~~~j:. 8025 ~ krh r~'a`~~ „Y Y
N.~„

`tBO. .3-, ~: 7.282 G.~.yB~~~. .. IS39 .~_,3~Z,_~ 8284
~
,” ; ~0~,0~ .~ s

Blended Age:Based- impiicit " Blentled Age Based ..Implicit
Age

.Premium Cost. Subsidy Premium ""Cost bubsidy

%ij $5.189 8(1.060) 's~~~.S,~ -,i $4409 ~ y:.$'(785~*~*~"`"?'`r

z~ +-i 5.189 g ~::>. g X340) —• ~SiJ.$~~ J4 4863 p ~';i,.~ d ~ .

~ '~+ ''x'°'= 5.189

w

r *3,~.,~Z 233

c.~'.

'"518~~'~ 5244 .3'~

~="`fl0 °:?.z, .' 5.169 :ti7bOF J.s? S71 ;: $,AB4,...*>'~.- 413 ., . ,.~. E
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Actuarial Assumptions and Methods c~~,,,,,,,~~~ :~ -.

Curren ftetimu, [mrtlm~eA 5. Amoral Limim

. ,.,~ ,~Bntal , _ _ ,_ . Assumed m increase at the same talc az vend-

P~a~ Annual Premium

{every age)

Deha.befi317P0 =;~ S 1,303

DeltaCa~~iMO 561

6. 1_{fe~lmc Maximums:

Ore not essumcd to have an} fnaneial impact.

Z Geography:

Implicitly assumed m remain the same as carnal reurees-

e. Reeiree Contribu[inns

2. Medicare Part D Subsidy: 
Qinem retirees pay the difference between the actual

Per GASB guidance, ihr Part D Suhsidy has not been relleaed P~'emium (or she eler~ed plan and the Kaiser 825 Co-pay Plan

in [his valunuon. re~e, if she retiree is elfgtble m rue[ve the expFcii subsidy,

3. Medicare Pan 6 Premiums: furore retirees are assumed w pay the fallowing annual rates
(after re0ution n( the ~pGcit subsdy).

Assumed ~ha~ Medlczre eligible retirees pay the Medicare
PartBpremiums. Retiree Spause

4. Medicare Eligibility: ~, E~ +~ 1 S 631 ~~ '~~yy a

A e 65 ~~~~ ~.~be #z 364 u~ . "~',~[ ̀~'~
g
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Actuarial Assumptiop~nd Methods «~~,~„~~,e~~

Actuarial Methods

1. Acme~ial Cosy Method

The Emry Age Nonnel aauarSal Lunding method was used
[or active employees, whcmby the noinial cost is mmpoted
u the leecl annual peaemagc olpay required m fund the
pos~employmen~ bene6~s between each members dale o[
hirz end assumed rctiremen~_ ]'he aaaa~ial IlebiKp~ is the
difference bet.~ccn the present value of fm~~re benefits and
the peesem vnlue o((wure nonnai msi_ "fhe unfunded
aciva~ial 6nbiitry Is ibe dilie~ence between the acma~iAl
!lability and the aceuarial cable of assea.

the claims costs are based on the fully Insured premiums
che~ged m the Gfty Coy the active and retiree popidaiio~.

2. Asses Valiwrion Method

the Acwvrial Vnlue oCAsseis Is equal ~o the Mnrkei Value o[
n,s~~s

3. Amoaiza0on Method

The UAL as o[June 30, 20091s amortized overe dosed
30~year period as a level percentage of paymil, and
subsequent gams and losses, changrs in assomp~ions, and
dianges in plan prwlslons arc amonired war 20.yeur
periods (cam the G~s~ valuation remgnfzivg she change.

A<tive M¢mberCounts

et Age 65 - Age 65+ Total

3.[01 o-%' 5. .3.274t~'3:3,

3721 ~~ ~•9), .~= 3,818fir , ~.s

3.986 ~ ~~ 9j ~ 4,079~

3,SS3 ~~~ '+.^lib' 3,919~_yF,

3,]34 s~ •*'F.ss- 75 ".,. 3.809

Annual PayrolP

114 CompeFe~rve Annual F~nanaal Rapop 2011-2012 San Josd Pode2ted Oq Employeei Radremenl System



~u~,r;ai Assumptions and Methods <co„~,,,~,e~, ~ .~ .:_
OTHER POSTEMPLOYMENT BENEFITS (OPEe)

June ~q LA) (B) ~A) (B)

,&PU ..~ E esa is~ $y~ 9§a 3P~ . ~~ b i?sssa 2~%y~ ̀  - o%

dab sisza~ 2.-̀ ~.1aI{,~6 ...F3 ios.oii .'29~?"'; os~
~(~' ~x is h'. 421 367 ~ ; ,:° ~ ~'"'yS~-i.'i 05.569 Z. ~„rr ~~ ~i 0%

'~3-04,~ t ~ n ~~ 335798 ~..~ ~„'r 96.601 ~~ `~¢” Oq

Q~bl ~r >. 370886 tia~.,,e~ .~1~ 81,280 ~ iu_2f~o:.=a.~=....::~. 0%

nmounn m tMusaod:

7Ype of Activity -Gain jor Lois]for Year ,6ain for 4assj for Year
-- Ending June.30,'2017 - Ending June 3d, 2070”

fi. Ga C^r fi~ ~ ~ ~'`Y 7"i r -r: -S 14186 ̀ ,$a-~ 
.'knr..

~ ~.a"z€~.~, ~ 
"~a. 

~„~<. (35166) .<. -".~"~,,,"`-~_w;aG~.. ;,a

Summary of Key Substantive Plan Provisions

Eligi6lliry

Medical:
Employees who re~lre Include de[erred vested membees) at
age 55 with 15 years of servf<e, or wish a monthly pnisfon
equal m at lean 3]5%of final compensation, are eltgbte m
elut medical cwe~age upon retiremem_

Employees who become disabled with at leas[ 15 yeea o[
service or have a momhly pension eyval m at least 3]5% of
final cort~pe~seiion are eligible m elect medical coverage
upon ~etlrement.

Spouses onbmesnc partners o[reured members are allowed
to paaictpe~e if they were enrollul in the Gfty s medlwl ylan at
the time of the member's retirement Uependen~ c6ild~en are
eligihle m ~eeelve coverage cowl the age o[ ]9 Q4 tf e (till-time
student).

Surviving spouses / domes[fc pa~mea / children of deceased
members are eligible fm coverage i(the following conditions
ace met:

~ i 3 i,ss r~

(152,537

amo~ms m m~~.o~a:

1. the employee haz 15 yca~s oCservice et nme o[ death or
~z entitled m a monthly pension of at lease 37.5%of final
wmpensation; and

2. both the member and i6e survlvo~s were cnwlled m the
active medical plan immediately before death; and

3. the survivor will rereive a momhly pension benefit.

Den~ai'

Employees who retire o~ bcrome disabled directly Gom City
savlce wide at lease Ilve years of seroire or with a monthly
pension equal m at leu~ 37.5% of f neLmmpensatioq and are
enrolled In a Clly denial peen of retl~ement are eligible io elect
dental coverage upon re~Gemen~.5pouses, domestic panne~s,
or children o[ retired members are allowed m paaicipate if
they were enmlied in she City's 2ental plan at the time n(~he
member's rciirement.

Svrvlvl~g spouses /domestic partners / chlidre~ of dttexsed
membea arc cligtble frn mve~age f(the following mndiiions
are coot
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Actuarial Assumptions ar~d Methods re~n~~,~~~.,»
OTHER POS7EMPLOYMENT BENEFITS (OPEB)

1. the employee has Eve years o(servlce a~time ofdea[h or E(fettive]anuflry 1, 2011, the lowest mst hexlth plan is
is emiiled m a momhly pension oCat lean 375W, of bnal the Kaiser 825 Cs-pa}' p~an_7he sngle coverage xmoum
iompensAtloq and is $49604 per month, end the lamilp coverage amount fs

2. both [he member and [he sun•ivors were enrolled fn the
$~=Z35.16 per mondi_These ainounis am nn~ adjus[ed once s

acure denial plan immediArel~~ before death, and
re~l~ee iz eligible fm'Medica~e.

3. the survrvo~ will receive e ~nonihly pennon be~cGi.
Dental:

Benefits for Retirees: The Reiircment Sysem, ih~ough the medical be~efir acmuni,
pays 100 % of the denial insurance premiums.

Medical
Premiums:

the Ren~emem System, thm~gh the medlcel benefit aceomn, y~on~hly premmms before adjosmients (or 2011 arepays 100%of the premium for the lowest cost heal~h plan es followsavailable ~o aulve Gay employees. the member pays [he
di((ecenee I[ another plan is elected.

NomMedicare Monffily Rztes

52738 { °?8:9,x,' 'i $ 1.313.18

496.04 1,235.16

562A0 `n.,,.... 144476,.~p, ;,;

530.82 ' }iii -''~~ r

~ ~

1,363.58

780.84

73678

,°, E ,^ ~,
~, '~ r

~,y.~, _7~~y~1-

2,00670

1.893.48

19edicare

$ 464 16 Sy? tg'TM'~ ~ 7~` $ 92832

48902 Fv~y~~978.04~w
606 A2 ~ ~~A ~ 1,21364

~ '~~'~~-~42941~(y~

432.4p ~`.z i;,'~'?

~858—.02

66480

S 108b2 ' ]2.&j~..,-,~,.~;` $ 108.62

46.78 .~ ̀ t{y~jq`y?' ~u., 4678

Cost Sharing Provisions

tl is azmmed for the purpose of this valoatio~ tha[ the Cty o[
San Jose wt0 in the fouue maintain w consiaent level o(ms~
shartng for benefits with she retirees. this maybe achieved
by ed]ost(ng benefit provisions, contdbuuons or both.
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me sarrn~~i se~eo~ p~o~~aes edd~uo~~i nr:mr~~ai
perspanive, coneexp end detail in order ro provide a more
comprehensive understanding o~ this fiscal year's financial
statements, note disclosures, and supplementary information,
which rover Pen ion Plan, and Ocher Postemployment Medical
Rene~lts. TMs secfion aim pro~idas a muUi-year vend of
financial and opwating Information to tacilitare compmM1ensive
vnde~stxnding of how the organ zation'x ~Iwncial position and
performance has changed over time. More specifically, the
financial anA operating in(o.mation provides mntexwal data
(or tAe System s net essea, benefits, refuMs, comr~butfon
raves, and dflteren~ Hypes o! reuremene benefits. TMe Gnandei
and opera9ng «end information Is lowed on the following
pages

City of San Jose

Federated City Employees' Retirement System
Comprehensive Annual Finanua RepoK
for the Fiscal Year Ended June 30, 2012

a~u



Statistical Review :__

CHANGES IN NET ASSETS FOR FISCAL VEAftS 2003-2072 Qn ThousnndzJ
PENSION BENEFITS (Schedule 1a)

t 7~73ryr~ ,?(i3OA ;2Ub5. 200b - ?007 ~2pp$ ~ 20p9 ,<'. 2b3¢y '{917: 2D12 'f
nad~~~o~s
Employee wmnSin $ al~fi" $ 2399 ,g ~~23p2 8 2395 '~"$ 12'~9Q £ ~ 66 -$~fD Q9~' 8 33 6 `$ Z9'KD2~ 8 0)

Employer mmnbu au ~B.Md 39539 °Aj 6S2 5i J6]> 5109!- Sa 958 b]O~Lb~ 5 5 $h 18D B 082
Ireesvnenv nmm / l
pos)' JL174`

J, .,

1923J3 5b1~ 1328/ = 344210 l~ ) (;YS. ~.~) J55 ?B`/IY4- f )
1ota~add~t on c ~ ~e ,', -!,~ ,. ,, ..

plan ne[asset ~~'j"'y`g~' $0301 '~"b~~63 196535 ~~0J $@d~ 8223 ("i~r94~1~ 265 Ji)°37Si`96t~ 28 J36

Deductions (See Schedule 2a)

Penetn payr~xms ~„ 8}@ 53578 ~~n~43g 6893tl ;? ]5,135 83,J91 ~§j~b7~ 98110 ~efflii~~n i1bWi
z~'

OrnF Mrefns ~~;i$3F5g5q ~~ ~ '" 5])i ~.

~ 

5 6.263 '~ ~ ] 83 ~~~JxV3:. 8601

0.eluntl, i
~'

1 168 ,`~~~ 1 296 I ~' 972~ (~ 1 219 ~ f ~ Z 19SX q~~~~"

Aammna~rve ary-
d

n}
~ ~199 ~8~ IJ90 '~"~ 2358 Q ~~ 1691 1,306~ a ~

T told d ct on J ~~~' ~

~

~' (

~

t~ ~„~ #~

~ P~ ~ a ~ i~{ 62 019 )J 195 ~~389~' 92 8HA $ 109 553l~~~. 1A0103

Ch g NetA M ,~.b~ y 8182282*t$"~7$ 51093E0 :~2u{~.,, S(ggp51) ~<Et56164 ~~~8l191.369)

'Ne[ a(ExD~ses

POSTEMPLOYMENT HEALTHCARE BENEFITS (Schedule 7b)

Additi6ns

emvbv~e momlwi st .~c
acv -,

$ X191 $ 35~ 3 S
r,• yi^

59 6,,~ ~3~
_.. _.

8 10.403 ~i g IS BIS [~$~. 8 N,995

Irrvertmen[ nmrre/ ''' ~r `, PT ~y~r _ ~' "~, ., ilk, .`~.
(I )~ ~ y .3'y I1066 '"~~. 9 ]~~3 °" ~, '~ (3.~1~ J& ~( ❑852 ~ ~{~i~`r (5,190)

Tonal add sons t
plan ne[ azseh ~~ 18 205 '~~ L}1 1 B 660 'i .6

I~

18 208 tK--k ~54- 46 696 K )029' 35 689

Deduceldps (See Sc11~Qule 26)
I I Ian uarc W a z yF rf~ i~-

` 38 15.9
~Z

5909 ~ 1D ~ ~)7~ C~`~9 3 J.
Adrcu n 

CPC
c }~4" ~s m

~,e mno y— iw ~.~3 io3 13a i +~'2' iai vi -a~~', zee~fpS.:
Tacel deduct onz t

~~
y~~

'8yy~
~—;~~~`y&' 

'
x ~:,:

f plan not as t 11 552 ib OOJ -¢49~)~wU 20 329 2] pj} 24 24J N@~'6Q$,x 33 345

CM1 g ~NetA t ~}s}jp S 6653 +~i8.,~. S

:~.

2E53 53~J~ 512,0811 ~5~~ $ 2296) ~ ~II4~,S 8 2344

'Net o(Expenses

Source: Pension Adminismcion System
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Statistic Review r~o,~~~,~~,E,~, ~~

BENEFIT AND REFUND DEDUCTIONS FROM NET ASSETS BY TYPE (In ThoumnAS)
PENSION BENEFITS (Schedule 2a)

7yge~of9etiEfit - `~20~'~ ?t. ., 2091 " 201b ~'- htlQq "' '$fi68 ';' ~ 'lOb7 ~' ~ 2oQb'?S

Age and Service Benefa

Refreu-Servim S"r'?E(14 U62~-S 95.562,5 89606'g 7]449 $~ 97699'~S 69.9]8 b 5939 L,

Retirees- Deferred UUted ?Y26i1" ft,0a] b,995: 6219 ~ ~573D 4.860 4139`

Survwr Service ~` F~91` 4,425 4,id7 986J "95KI= 3,320 ~ 31 5

Surv~iors De(eemd Versed ~i J 130 I3H( 125 "7152 108 87 ~:

~aevF an Sorvice Benefios 33p9 2202 2.161 2.032 1.815 I72P I,)50

Dizablliry Beneflos

Re~rees Dury '96f~¢~ 3.493 $49'Q; 3256 ~0~, 2,920 ,,'~-74$`

ReCrees Noo-Dury +~';~Ot L~ 1,039 ~~'t~~~991 1884 ~~E ~"`~'~ I.]3] ,~'~' ',

Survwry Duty ~;s 356 ~~~G 3~Q. 163~_~~, 19~

Smvwrs Non-0uty ~~, e ~ ]]G ~~ ~3§; 635 ,w , ~&~~'~ 519 A ~

EedpousE'gangfiEs .~ i29 :~.. LD4 ~I,i 11 969 ,, ,~2~5. 6,40 ~~ ~~ Sit

Total 8ene(ics x}34~{!2~ $ 118,298 $ a~3 £~~'; S 96 690 v ~~S¢!i $ 81,002 ~ y 7 '

Type of Refund -

Sepaation

Total Retunds

Fisml Year 200A-OS dam not available due to system limim[ions.

Source: Pension Ad~vinisnation System
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Statistical Review «o,~~~,~~,<r, ;~-.
BENEFIT AND REFUND DEDUCTIONS FROM NET ASSETS BV TYPE Qn Thousands)
POSTEMPLOYMENT HEALTHCARE BENEFITS ~5<hedule 26~

*rw eL~+u"~tr' ~=ibu°~ zGa~ }o~in 'g zoos ~~~'zd6e z ̀ ztiw" ,~8ope-_

aen -se,~

M~°~ $'5-.40~6'L<$ 10,9]1 §' "~lr,Wp.¢ IO LL$ ~~,9Yq~5 *2024$ ]0391`

GnAai ?v 0834 2850 1dt4' i60 ~J 19kr ].OII ., I.6I0:

R¢Grees-0eferred Venal`

Metlinl .'141@: 091 III: IOfiI '~~~.'"SgQf ]~.,~. '646

f]mul - ..~$},] 11 ~4f Z6 ai}e{ ~ 35

$ury -Sep

Mearca [~ .;,9 ^95$i i~02 A]¢' 862 ~ I -̀.'3 = )30 .d FjB~

Dental h ~xd39: 329 p;~. ]b8 ~$Qq BI ~ ~'/j$5-

Smmmrs - DcErreJ VesteE'

Medical

Denial

ftetve - Diny

M¢dal y'{ g151 P .1~1~ 1166 ~"~0: I W8~ 9~.~pFt

OenAI S I$~e IQ .,5 ~ ~j(~ 197 + ~ 193> ~J4

a~na...- Na~.n,ny

nMiai ~,„.5~i '9~9t~ Ao ~y~i`1 Ao 3 "z3' &~ 910 p"5p,

Swei.ors-DUry

McQial .~~'- ~.:`

.p~y,.

ID '~_N,MF 80 . L«r'u'Y'yL ~.~

yy.

69 M1~ L^rP!'.
Denial ~,~.,`~ ~~( 3Jk 3c .. 21,.. x0 ,_ i?.; IB "_~ ,~_„

EMPLOYER AND EMPLOYEE CONTRIBUTION RATES FOR FISCAL YEARS 2003-2012
(Schedule 3)

FiSCel Yeer '” Employ e Rate (h)' Employer Rate (o) Flscal Yeac EmplayeeRaee (%)

~, ~

~`6~ ~~f"'—~

#mployQr Rate (%J

21.9R

2'i.56

2003 ~ ~, F7~p8 ̂ Y"~1520 2008

2009

zoos
~ ,~t.08 ~~ ~

~ ~ siz~ 4 war;

1520 2009

zoio ~, r. ~}~~i~~

# }Y};3p;# ~',~''.

24.01

29.59"*2006

2007

:s"~ , N ~ ~ ,r'

ay" zx ~,~+r, ,~{I 2198

201 I

2012 ,,,, I,~_2,~e,~„t ̀  :~. 35.50

Some Bargaining units negotiated remporory higher rates.
°i4 Some taigaining units negotiated rempoiary higher member mnmbution inres, which directly offset the GYy's contribution rate.
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Retired Merx~ber by Type of Benefit

PENSION BENEFITS
As a(June 30, 2012

MoncMy Benefc Number of R vrees .
Ainoun~ &8enefciaries I 2 3 4 5 6 ] A e C Tonal

$i-500 ~i HB,£ 32 L'% "3- I ~-~Y` t3 ~~ 30 19 ~IOV 19 'd9' X39

501 1000 2~~': 90 „_:;~~ 3 3 ]G '` YS 26 '. ~{9. 19 9j 281

iCOi-1500 ~3$5X B8 '' ~; i0 13 98 88 20 d. 2b1 45 b9 3J5

15012000 ..,4Wa .ry. mv~. 185 '{.'N 14k 39 ,urZl' 75 i 51 6 +290 3G j9%~~; 400

2001-25W e,a~.'.' 239 dr3 23 , ' ll`~ 42 t 9< IO ti3G'7 3A ;9 ~; 379

2501.3000 x 1.~pg=.fig, ~n'~ 231 ~'t"cs,6~ 2] ': `IS 26 ~ 2~~ a <̀'i-,a,~~ 3 .'~$. 3]A

30014500 _ ~gw,"2 258, ~p~fi 13 ,;,~±t('. 3 .;r3~$~ 9'~73~ 35 ,~:`~5i 3Z3

3501-4000 247 ,g:`,~ 8 g~: 4 ~"yp { ~ I ,". 18$ 29 .~~~ 26J

4001-4500 k... J(?~" j' ~. 242 3 (S `0'. 4 (Sv~i9 2 ~20Y 23 ' ~~ 2]4s~

4501-5000 ~ -:*s-^~ ~'.~.~ 192 s~.t~.j z + 3:tp'. I "` II tl ~~~1~9~* 1] .':35' 210

501-5500 X°'~64;, ~+. 153 ~u~;:2= I t~3.,.vU: 2 ~;i b+ 0 -,;~A( IB -~13 164

5500-6000 ~ 194 I 0 ~.w 0 ';',~123~ IB 180

G000-6500 ~;• ~ 96 I ~ °b: 0 uu~r6a 0 '"adr o I ' 104

6501-]000 ~~ j 66 ::V_ 0 .`; 0 '~.~, ~Yp p 2 _~}j~I.'. 67

~

y r,~a 2+j¢"

Oyer B~000 ~ ~ "~"f'~' vl „ti„ ~' i ~E'. o "F 5 0 ~ 139'` I3 *_"~~~ I~~

TOTAL 8+":'. -` 2,509 ?' 128 '-/~; 365 ̀;`~l*G'l~J 101 364 'V<'.: 3,688,,,,~; .$2;59

*Retirement Codes

1 Service

2 Surviwr( rvi~oro(active employee)

? Service Connected Disability

4 NorvServlce Connected Dlsablliry

5 Continuance (survivor of retired employee)

6 De(erreA Uerted

7 Ex-Spouse

•*OPTION DESCRIPTIONS

A Unmodi/ied-SO~ConGwonce

B Option i; 100%Con[inumcelreduced peramn

C No 5urvimr- No Continuance

POSTEMPLOYMENT HEALTHCARE BENEFITS
As oQune 30. 2011

Afiaunt Monthly peng(Ix Hea~~h Den~ai

Ineligible/Deferred 'b 626

861 - 250

$251 - 500

~.n t~

:t,'~..y.~ e-'r'

2.970

0

g751 -1000 a8 ~+:,~+"-, 0

Over$I.000

``

0

3,688TOTAL

Source: Pension Admtnis~ration System
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Average Benefit Payment Amounts.-

PENSION BENEFITS
As o(June 30, 2017

Reciremen[Effective Dares 0-5 6-10 II-IS 16-20 21-25 26-30 3f+

As of 6I30I201 Z

Aveage Monthly BenefY rt>$ ~~I4, $ 1329 ~2,1g0 < $ 2982 $~~§~0 .~ $ S.J55 $ 5932.-

Average Fnal Average Salary :,~ 3~i~b ̀ ! 8 9.803 $;~9Y5 ': $ 5280 $ ~9~5 t $ 5,920 $ 6513

Numbero(Retred Members'* {rya 407 9$3 z 619 "58b 831 159 ~.

Period 7/ V20ID m 6/30/201

Avenge Monihty Benefit* _$ $93~' 2 l26] ~'{~(pj~C' S 2835 $x$51 = $ 5,036 $ 5S~I yi

Avenge Final A~xage Salary a "~A~' ' S 4,SJ0 $ #,58b ~; $ 4991 ~ ~~j'g&~~ $ ;,544 $ 6DSG°'.

NumberoBetired Members'*

,~

N~~ ~~~14.i 3JI ~ ti r3 566 ' ~ d~~S~'~j ]26 .".; ISY .f

Period?/1/?009 ro.6/30/?010

Avenge MOrrthly 8eriefiC' ~~~p "[ $ 1,09 ~ (9~. 7f $ 2700 :~ 97{l $ 4.85]. ~,~ 6[II~'

Avenge Fnal Avenge Sahry a$' R~ ~ ~t $ 4,221 $ $ 4T/8 ~ $ 5,31 I ~,~$";

Nvmberofftet red Members** ~t ~ 343 "~Ff 53] ~r ̀ ~~ G64 i

Per~otl7/I/2008ro6/3020~8.

Average Monthly 8enefrt' !~~ 7`/Q:'y $ 1.139 } fy~3 8 2.585 ~.., ~9,5'F;,. S 4611 S "̀5 ~aP~~fi

A g F IA & 51 y k~ $ 4045 pz$q~ ~ S 4629 ~ ~ $ 5151 Q ~~

Numbu o(Ret red Members ~~'3~3~~ 529 ~.~~ a 629 i m' 23 ~,

Period 7/U2007 xo 8/308008

A age MOnthyB e0N k+. } g 1,143 YB~'b' $ 2550 ~~N9{b~S $ 4.60 $~$.`

A rage Fnal Average Salary
~—~~

38 ~,p -i $ 32 963 ~~~I ~'A~`}~ $ q58 ~$.:AM,~ $ S,W9 Y~$~75Jy

Numbero(Retred Members"*

Period 7/1/2006 ro 6/30/2007

„~)J6~". 315 ""'+355̂ .? 524 ,.`~~Y ~'.! 61I t~i33Zti

A g Monthly Benef~* ~ ~, 732 .:..S 1099 i $ 1 Y'jA, 8 Z 398 °—;3 ~'T i„ S 4,]53 ~. d947 :'

A rake Fnal Average 5rlary ~~ 3n $ 3627

X30]

-, g 9316 ~$', `y $ SG3G ~'$ 5565 3

Number of Ret red MemberA• f +~, ~'~ 996 S64 '<

Period 7/1/2005 co 6/30/200E

~A age Monthly8 eft* & i`. $ 981 ,k[ ~; S 2252 81~.~ 59,142 p$:'~1 ̀ ]9 ,i

A _ ge PnalA g SI ry (~ $ 3.913 ~'~~ g 4p? ~, $ 4755 p,$~3~A~
N berolftet dMembers*' ~, ~~ J94 ~~ ~ 499 ~,~3~T.~~~ 536 100

" Includes Ces[ of Living Increases

*" Daes na[ indi~de Survimrs and Er-Spouses

In(onno[fon presented in the above mble is not readily available prior m (~sml year 2006

Sunrcc Pension Adminisva~ion System
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Average Ber#it Payment Amounts

POSTEMPLOVMENT HEALTHCARE BENEFITS
As oQune 3Q 2012

Years:of Ser~;tce 6rei~it

Re~iremeno Effective Dates 0-5 6-IO ❑-IS 16-20 21-25 26-30 31+

As of 6/30/2012

Aveage NeaIN Subsidy

st,,,

~4 ,oyu.,; $ 476 $ 645 °:. 8 J9] ~ ;$73 ti S 9@ 5Jb6,~

Number o(HeslM Part ripants° ,' ~7 66 LB -. 500 34] " 800 I50 (~'

Avenge Dental Subzidy ~$~ I W , ] $ 10~ $ "'169 - 4 OB $) Ip7 } $ 10~ ~$ 1D5^ I

Number of De ~tal Par['<pants" ' ,Fb`S ̀=~ )45 325 ? 540 ~9~ 800 151

Period 7f l@OI O ~0 6/30/2011

Averzge HealrF Subsidy : $ ,~ ~~'.t S 773 $ 7¢4 u. 4 A55 $-£i$98 .-. S 92~ $ 848 m;rt

Numberof Health Perfa parrts' F~t,~~~~~; 39 ,,.,,-.19},i 599 ¢dj8 ~~ III 1R~~s,~~is
Avamge Dental Subs dy ~'"' i~ 8 IiG S$ 109 ~ 8 I10 $ 110 $ 109 $ (1}

Numberof Dental Partc'pantr• ~ ~ 233 3~~ 500 ~. ~4~3~ ~' 708 ~~~

Period ]/I/2009 w 613012DIT1

Avea6e Heakh Subsitly Fr,$ 'f' S 46 s~~~&0~4. 5 797 -~`$'$8'3B y:{ 8 867 „&LUG.?

Number of Health Par(LpantP ~ 8 iii 65 -~33 }S 56 .~`lt H G49 ~~~

Flvease oerrcai sunray ~ g ion $ fib,'.? S io3 g:*~~50`' S io3

Numberof Dental Parf~pann* ;"~ ~ YIB ~ ~t2flf wt.: 474 ~ ;~89 696 ~s~ 3~ R

Period 7/1/2008 mfi/30/2009

Average Heal(F Subsidy "~ $ .n°_ $ 549 ',: 8 J5~ ~~~,_ $ BI] ~,p~$y~

Number of Health Parnapen[S' ~'-~~~*g 65 SOS ,`~ 608 Gr.. ~,

Average Dental Subsidy z ~ S 93 X93 g 99 $ i £9' ~ i 8 93 ~$ 

9~° 

4

NumberotDen~alPartlpanu' ~~3., 21~ i 2$6~~ 67 .~d0 608

i

Period 7/IR007 to 6/30/2008

Avenge Health S b'dY '~ ~'&~ 8 6]4 ~~j «~ A 727 $qy `c S J85 y ~~ ~~t~~,

Nurr berofHealtti Partlypants" 42 7~ 497 `3356 rv~ 582 ~,~~,';

Average Dentel Subs dy S ~ ~ $ 98 $ ff8 ~ S Oft $x.98 ~ $ 98 $ ~9

Numberof Dental ParC~pants' k~~ §y ., 206 ~i8b„°; 456 ~ s i 580 '~"°~'~~

Period 7/1!2006 m 6l30/20~7

..A ge Health5 bsdy 9 {~ 8 683 S~'kb ~.. S 678 ~"$"~_ `. R 736 ~ ~y

Number o(Heakh Partcpants* 5., 45 ~71A'fir ~ 459 y yi33 Yb ~"~ 555 ~ R~SIhs ;~

Average Denial Subs dY ~ t S o~ ~r3 t ~7 ;: S ~/ g$9A, " 4 97 "

Numberof Dental PartcpanM r`w 202 266, e= 43 ,,fin118 ~~- 552 _„r,

Period 7/IROOS to b/302006 '

Avenge Hcakh Subsdy ~Id ,`+- A 635 ~rK1`3"~% g 614 $;~{~ j.. $ 670 ~$ G41

Numberof Health Partcpana" ~ ~~ 49 ~g ;. 416 i s 3: q 520 n.~.a4~,~,t~=Ga.

Averege Dental 5ubady r ~ $ 94 $;=4R i S 94 $~'-: 9§'? $94 ~~ j~ra

Numbero(Den~zl Parfapanfs* ~~ ~ „e„i 191 280; c 397 -599 ~ 521 92i:c;
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RetireKnents During Fiscal Year 2011:-812

SERVICE RETIREMENTS

ADA~IS.JOH~
ADIKARA.IIIPR[SIA
AIZUMi, SUSAN
AJ LUNI, DIANE
ANNINQ $U<AN
AN[G1116A. (AURA
ARR'ALO, b1ANUEL
A\9LA, IINESA
AYAIA. TNN.4
ISALLS, AI AN
6ARBAQIA, 9iARON
BARIiOS,JOHN
HEUANU, ANN
RBTTHNCOUR'I', MANUEL
BICKFORD,JAMES
BOGGL'55, EILF.T-]J
dOR'f01 US51, RICHAND
➢OUJA, SANDRA
OOWS[R, ROB[RT
dNATFK, PAUI.
GRIM, SHOMAS
RUCKFNT, SAHRA
BURNETT,JAMCS
6URNi110RN, KLNNLTII
UNGHOLA, MARIA
CARMICHAEL, KARIN
CA4Rq GULLLLRMO
CAVA, 6ERNADETiE
ULAR~S, YOI ANDh
CHAN, THIN-JUAN
CHEN,ANGELA
CHti IMG, ALICE
CI9[UNG, GV ID
C}IINQ CHR6SOPHLR
CLANION, DnNIFL
QARK, WILLIAM
QEMMONS, DLNIEK
GORO~ADO, ROSALYt.
COVICII. WSAN
DA SILVA. URUI.
IlARD15, W II I LAM
DAMS, GRGG
DAVE, SANDRA
UAW KIN4THAMES. PHYLI.Iti
DHI56NROTII, LOkle
DENT, MOLLIE
DIAL, MICHAEL
DIAZ, YOLANIJA
D@IGE, MHARR
I)OMWGUEL, NENECA
MONO\'AN, IRCNE

EMAMI, I~ATRICIA
[RNST, SON
LY(IINCR,JAKFT
ELZAiYAR, PARVIZ
FAV, PATRICK
FilEki[lt, DPNNLS
PITLHUGH, ~AARIL1'N
FORM11AN, KAI HLEFN
FItF:ITAS,DMID
6ALk GAY
GAM6RIN, CHRISTOPI I[R
GA~GAR, KANNAIL
GANCIA, FRNF.9'
GARCIA. MICHAEL
GILL, MIKE
GLFAION, UUkAL~
GRFGN, ESTI.F
GREENBERG, CIJFPOR~
DROVER, CHARLES
GUTIh.RRF.Z NASANIO
TALL, CHARLES
HAM,JAMF.S
HANNON, MICITAIL
HARiWELL, KAREN
H AVNES, LAURA
HERNANDF.I,JOHN
❑[TNAR, MCRCD
HINAU, NGAL
HO, MICHAEL
HOLLOWAY, SANDNA
HOLMES, CARLA
HOM, MARY
HORSTMAN, ELLEN
HOUSTON, PATRICIA
HSIF.H, MICHAEL.
IDCMOTO, UTANC
JACOB$ TRACY
JAMISON, DIAtdA
JENS[N, PCTCR
JOHNSON, CYNTHIA
JOHNSON, SCOfI
JOl INSON, VICTORIA
JUAO, RUIIY
KAR, ANIL
KEISQ GHn Nl.O'[TP_
KiJIGHi, MARIA
ANGHOH51, HII.ANY
CARSON, YI_IlAlilll H
LLA-PUJIMOTO, DONNA
LEDOUX, KANEN
LEE, yOLANDA

I.16H1',JANE
LOh9UAQ GI.ORiA
LOWENSTIiIN, PAUL
LW W IG, DONALD
hiACH.4OO, R06[RT
~i~HAN, MANY
hIAIRF, ROSFMANY
SIANHEIM, THOMAS
M9NUE~ROMEO
~L4t<ZUR, NAGUIU
MAUNG, MAUNG-Wlp'
MAVO,1 ORNA W E
MC O~NI HY, SUSAN
MU.AUGHI.IR, fJOROTHY
MLNZIES, Si~P11AM[
MhNR11.L, THENLSE
MEftNILL, THOMAS
MIRNIOTT, 60NNIG
MHYCRS, CHRISTINH
Iv11LLICK, SHEBRI
M1NI(5, ~ORENE
MIRANDA, MATRDE
MOJICA, MICHA4L
MOORE,JANIS
MORILLO, SANDRA
MURRAY, ANGELIIA
MIJRRAY, RICHAND
NGUYEN,TRUNG
NIMITZ, 4EPHANIL
OCHOA, Ltl ICIA
OLIVEROS, LI6AYA
OPHEIM, ROBM
ORT12, RICHARD
PAM6ID, MtRLYN
PAHIJO, MOSES
PEkE1,ANTONlO
R[ILLY, SI IOMAS
RtiNiEH1A, 50NAH
IiLLCY, NRTIS
NNAS, JEAN
ROURIGl1FZ, GENEVICVE
ROGERS, LARRY
ROSALES, MART
RUIZ RICHARD
SANTOM~WRO.ANTHONY
SHERR, LAURIE
SMIiH, DANNY
SOH NAbI, EbRAHIM
SOIJ.ERQ ROGER
SOTIHHOS,JERRY
STAUFFFN, SULAN

STEN ULR, SI EVEN
Si UP11CI1FAN,JOp~
SUFN, NOweNA
TI IEISFN,]OSCPI
TONG, DAMGL
TORRECLLLAS, BFNITO
TORItES,JANFT
iREADWCLL, MARK
TUCK[li, MARY
uEnaua~, su~,~ry
UkIBP,JOSF
VAD[R, FR.4N
b'ARGAS, PRANK
VASQI]EL, ILDA
WANG, CHUNG-WAN
WESS, KATINA
W HARTON, JAMES
W HIIE, NUNGN IA
WOLFRdM, JOI W
YAEGLR, SiCPN[N
YORK, kOHF.NI
YOUNG,JUDY
ZONIC, IJONAI_P

Source: Pension Adminis¢auon System
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Retirements Ding Fiscal Year 2011-2012 c~o~,~~~,ur~>
DEFERRED VESTED RETIREMENTS

6ARRFRAS. TODD DONATELLI, PCGGY IJNO, A1'UMORA
BOWGtiS-dTi(Itt5,5H F.NY1. PECKER, GVNTAIA MARTIF[Z,)OSC
CARNAHAF, PATRICK ~BEDFRICK, SCOTT ~4A1lILS, PAMELA
CNNHILLO, AI MA [UNG. VINGFNf MC DO~~ALD, RRLCE
CARSON, CONRIE GAUD. GF_ONGF. M1tORLNO. DAVID
CHAN, BRIAN GERVIN, LORRIF. MOII0.P[11:RS. I.YNFT"fE
COFFM AN. UOIIGI AS GONZALCZ, MIHL~ NGU Y[N, PAiRIC1A
COMPOST. SHAT OM HORWEDEL, LINDA NOS'IAJA,JAIXIE
COFI O, MAR1.4 JORDAN, RARHANA NOVAK, SCOTT
~IMOND, FI_LLN NENELLGR, KARIN QUINTANA, DANIHI_
UIyH4R, WAYFC I.INDEMUTH, MARY QUINTFRQ GUADALUPC

SERVICE CONNECTED DISABILITY RETIREMENTS

NONE

NON-SERVICECONNECTED DISABILITY RETIREMENTS

SIDLLMAN, Df'140NAH

Deaths During Fiscal Year 2011-2012
DEATHS AFTER RETIREMENT

APONSQ LIONEL HIRASA,60B PAIDLLA, DAVID
ALLAN, LORRAIN[ HURSH, FRANK PATONAI, RICIIAND
AU9;NICHARD IHORI, LARRY PASTEL, MARGARFI'
GAGA, RO~GRT KEEHEN, TIMOTHY PONCE, LILP
BONIOR, AILIL KENNEDY,JOVCE RAMIRF]_,TENNIF
60RDCR, R'ICHOLAS KUO, CYNTHIA RUDY, NGfi NE
BYFRS. ELENORE IARAGIONE,JOSEPH RUSQGNQ RONALD
CHAV F.l, PRA~~K LYND, ODUS SALISBURY,DORO"fHY
COLLA,JOHN MASSUCCI, LOUIS SAUC[OO, ALFON50
DAVILA, LS I'HER MC GOq~AN-MIRA~PLLA, 6C1T SCHGLL, CAROL
DF.TMERS, LOR15 MOM~IJQ RAYMOND SGAMNAI I, ROBERT
~ORiMAN, LONNAMF MOORS, MARINE SHIELDS, 6EVFRIY
GATIILNS,JOAN NRLANI',JOHN SPN.UIR4,JOHN
HAI I.,JAM[5 NORWOOq LINDA TAKAI'A, NAlSUYE
HALL KENNETH NUNS, SANDRA TGNORIO. PLORFNCIO
HERNANUF.Z, YIiUNO ONEIL, DIANE lENSH~REN, iRNEST
HF.RNANDEZ,RALPH OLNER, ROBERT TOMIJN,JOHN
llLRROM, 4FVF OVLRSON, UTANA TUCK[R, GAIL

DEATHS BEFORE RETIREMENT

6FLTRAN, LEON
JOHNSON, GOHDON
PE ITIGR[W,JEFFRCY
SHIRAI.DI, ~EANNF

ROEMLR, STiV [N
51 ONY. NEIL
IAA, LEO
TIJ~~I. RICKY
UNCALRG, ERIC
U NGSON,FM MdNUEI.
W FNDI I VQ ANGLLINA
WOI F, NICARDO

VAUGHN, MERL[
VFGp, NOBLRT
INCAVFR, VERNA
W ESTH[IMER, RICI IARD
ZUNIGA, NODOLYO

Smvre: Pension Adminisiation Sys~ein

CompeFensi~e Annual Financial Report 2011312 Salvos€Federated City Employees'Re~irement 5yr~oni 1I)



.~.

THIS PAGE INI ENIIONALLY LEFT BLANK




